


THE ECONOMIC JOURNAL 


DECEMBER, 1918. 


GOVERNMENT CONTROL IN WAR AND PEACE. 


THE vast expansion of Government control in the economic 
sphere which has taken place during the war is without parallel 
in the history of the world. Nobody doubts that in the difficult 
period of transition that must follow immediately upon the 
declaration of peace some portion at all events of this control 
must be retained. But on the question how far similar control 
is appropriate as a permanent peace policy there is acute con- 
troversy. One school, pointing to the appalling waste which has 
been brought home to the Ministry of Munitions and to the delays 
and incompetence of many Government Departments, demands 
that the whole thing should be swept away at the earliest possible 
moment. Another school, attributing the defects which have 
been revealed to the rush and hurry of war, and emphasising 
the success, for example, of the Ministry of Food, claims that 
the hold which has now been taken in the general interest upon 
private capitalism should be permanently retained. This con- 
troversy relates to three distinct types of control: first, adminis- 
trative intervention by Government in industry, designed to in- 
crease production ; secondly, Government interference with the 
allocation of supplies between different industries, different firms, 
and different individual consumers—interference the various forms 
of which it is convenient to group together under the general 
name of rationing ; thirdly, Government regulation of prices. In 
the following pages these three different sorts of control will be 


studied separately. 
i. 


Administrative Intervention in Production. 


During the course of the war the urgent national need for en- 
larged supplies of munitions, home-grown food, ships, and certain 
other articles, has led to direct State intervention in production. 
National productive establishments have been set up, private 
establishments have been controlled, and special grants made 
to enable them to expand their operations. The Board of Agri- 
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culture has taken powers to encourage, and, if need be, to compel, 
increased cultivation of land, and has also provided a number of 
facilities in the way of soldiers’ and prisoners’ labour and specially 
imported machinery to assist farmers. The underlying motive 
of this interference has been to force capital, enterprise and labour 
forthwith into.the production of particular urgently needed things. 
It is true, of course, that, when there is a shortage of anything 
relatively to the demand for it, this fact by itself always tends 
to stimulate people to direct their efforts towards producing that 
thing rather than other things. But this reaction is usually a 
slow one; and in this war the essential requirement has been 
speed. The principal purpose of Governmental assistance and 
coercion has been to secure this; to surmount at once by direct 
attack obstacles that, in the ordinary course, could only be turned 
by a slow and gradual movement. And the need for such action 
has, of course, been intensified in industries where the Govern- 
ment itself, by artificially keeping down prices, has removed what 
would normally have been the main stimulus to private effort 
after increased production. After the war all this will be changed. 
It may, indeed, be decided that, in the interest of national safety, 
certain things (e.g., wheat) ought to be produced in this country in 
larger quantities than the free play of private interest would secure ; 
and, in that event, there will be a case for bounties or protective 
duties. But this does not imply any sort of industrial control. It is 
not administrative intervention. When normal peace conditions are 
restored, the main motive—an immense and speedy diversion of 
resources from their normal employment—which has lain behind 
administrative intervention during the war, will have entirely 
disappeared. 

This, however, is not all. Besides impelling the nation’s 
resources into particular services of very urgent demand, the 
Government has also intervened with a view to breaking down 
various rules and customs which have been built up by trade unions 
for the protection of the workpeople, and which are believed to 
hamper output. Agreements have been made with the unions, 
on a binding pledge that the old conditions shall be restored after 
the war, permitting women and unskilled workpeople to perform 
industrial operations hitherto reserved for skilled craftsmen, and 
waiving various other safeguards to which the workpeople have 
attached great importance. No doubt among the mass of rules 
and customs that have been scrapped some were definitely anti- 
social in their action; while others, though they might appear to 
hinder production at the moment, yet, by conserving the workers 
from overstrain, probably in the long run increased it. After the 
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war it may be expected that the unions, while standing by the rights 
given them under the pledges of the Government, will themselves 
undertake a review of these rules and customs in such matters as 
dilution and women’s work. But, whatever settlement is come 
to in these matters, it is plain that Governmental intervention 
by way of persuasion and pressure upon the unions was a special 
ad hoc war measure, and that, when normal peace conditions are 
restored, it will not be practicable to continue it. 

It might thus seem that, with the winding up of the war, there 
will be no reason why the Government should not return, so far 
as administrative intervention to stimulate production is con- 
cerned, to the general attitude which it was accustomed to adopt 
before. This conclusion, however, ignores one important con- 
sideration. It is true that the actual case for and against this 
type of Government action will not be substantially altered. But, 
owing to the experience which has been gained of what, in certain 
directions, Government is able to accomplish, it may be that 
people’s knowledge of what that case is will have been modified. 
In this connection chief importance attaches to the management 
of railways. During the war these have, practically speaking, 
been worked as a single concern under Government control. 
Before the war the economies to be looked for from this kind of 
unification could only be guessed at. Now, in spite of the peculiar 
character of war traffic, with its immense trainloads of munitions 
and troops, there are available some guiding facts. Some authori- 
ties hold that these facts are distinctly favourable to a unified 
State railway system. It may be, indeed, that they are concen- 
trating attention unduly upon immediate results and taking too 
little account of the deadening effects which such a system might 
in the long run produce upon railway enterprise and develop- 
ment. That, however, is clearly a matter for detailed study. 
In this field, therefore, the question whether a  quasi- 
public administrative control should be continued after the return 
of normal peace conditions, or even whether this control should 
be further developed into definite nationalisation, may be regarded 


as an open one. 


II. 
Rationing. 


Rationing in the wide sense in which the term is here used 
includes all forms of Government interference with the distri- 
bution of goods; whether it operates between different industries 


or between different firms in the same industry, or between different 
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consumers ; and whether the procedure adopted is an embargo 
upon certain uses, or a system of priority certificates, or rationing 
in the narrow sense in which that term is ordinarily employed. 
The question of the place proper to rationing in the permanent 
peace practice of this country is intimately bound up with the 
question of. price control. The solution will be quite different 
according as prices are or are not limited in such a way that, at 
the legalised price, the quaatity of the thing demanded is greater 
than the quantity offered for sale. It is important to notice that 
not all price control involves this kind of limitation. A mono- 
polist may be prevented from charging as much as he would charge 
if left to his own devices, and yet, at the price actually set up, no 
more of his product may be wanted than it pays him to sell. 
When there is no monopoly, however, if the Government forbids 
sellers to charge prices as high as the free play of the market 
would bring about, it necessarily follows that, at the price actually 
established, there is not enough of the commodity to go round 
among those people who want to buy it. The distinction, there- 
fore, which is fundamental to the study of rationing, is not be- 
tween control and absence of control over prices, but between a 
kind of control that causes demand at the controlled price to exceed 
supply and absence of this kind of control. 

It is in theory perfectly possible to introduce a system of 
rationing under which prices are left entirely free. When this 
is done the limitation placed on the demands of those persons 
whom the rationing restricts necessarily at the moment reduces 
prices and leaves a larger amount of the rationed commodity 
available for other persons. Were it to be supposed, for example, 
that in the year immediately following the war freight charges 
were to be left free from control, a rigid rule cutting down to a 
minimum all imports other than those of essential articles of food 
would cause freight charges to be much lower than they would 
otherwise have been, and would, consequently, benefit those per- 
sons who spend a large proportion of their income on food, at a 
cost of inconvenience to those who would have liked to buy 
foreign luxuries. If, however, we are contemplating, not a tem- 
porary, but a permanent arrangement, it cannot be claimed with 
the same confidence that a rationing system which obstructs the 
purchases of one set of people will indirectly benefit the rest. For, 
if by this system the aggregate demand is kept down, the indus- 
try affected will not expand its scale of production so far as it 
would otherwise do. In those industries, however, which are 
subject to “the law of increasing returns,” the very fact of ex- 
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pansion would in the end have made prices lower than they can 
now become. Obstruction to the purchases of one set of people 
will in these circumstances actually increase the price to others 
and lessen the supplies available for them. In industries subject 
to the law of diminishing returns, the situation is, indeed, other- 
wise. Here rationing which limits the consumption of some 
would, even as a permanent policy, benefit others. In theory, 
therefore, circumstances can be imagined in which a plausible 
case for it might be made out. Ihe argument for it is, however, 
so intricate and the benefit looked for so indirect that no states- 
man would ever dream of introducing a permanent system of 
rationing on any large scale for its own sake. In practice, though 
a good deal might be said, it is certain that nothing will be 
said for it, except as an adjunct to the kind of price control 
described above, under which, at the regulated price, there is not 
enough of the commodity to go round. 

Where prices are controlled in this sense, the ordinary market 
influences by which the distribution of any commodity between 
different industries and different people is regulated are in abey- 
ance. Ordinarily at any price everybody buys for every purpose 
as much of a thing as at that price he wants, and this process 
exhausts the whole supply. But under the conditions here con- 
templated the sum of the demands of all purchasers for all pur- 
poses is greater, and may be much greater, than the supply. Dis- 
tribution, therefore, if nothing is done, will be the sport of acci- 
dent, influence, and ability to stand for a long time without 
fainting in a queue.- There is no reason to expect that the dis- 
tribution reached by these means will be in any sense a good 
distribution. Competent firms may be ruined and admirable house- 
wives starved, while the friction, irritation, and discomfort 
engendered are likely to be enormous. In these circumstances 
rationing must be introduced as the only means of avoiding chaos. 
There must be rationing of materials among different forms of 
manufacture, so that the important forms shall not go short ; 
rationing of that part of any material which is allocated to a 
particular form of manufacture among the several firms engaged 
in it, so that none of them shall be unfairly treated relatively to 
others; and rationing of the finished product among consumers, 
so that here again distribution may be “fair.” 

The technical difficulty of building up for permanent peace 
purposes a rationing system designed to bring about these results 
would, it need hardly be said, be extraordinarily great. The 
general nature of the problem presented by the rationing of 
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consumers would, indeed, not be very different from what it has 
been during the war. The Ministry of Food has demonstrated 
that for certain main staple articles of food this part of the 
problem is capable, in an atmosphere of general goodwill, of 
being solved much more satisfactorily than anyone would have 
dared to hope. But the other two parts of the problem, the 
rationing of materials to the various firms engaged in the same 
industry, and the rationing of them between different industries as 
a whole, would present much greater difficulties under normal 
peace conditions than they have done during war. 

As regards the distribution of material among firms in the 
same industry, it has been natural during the war to take as a 
basis their comparative consumption of material in recent pre- 
war years. Thus the Cotton Control Board has made rules limit- 
ing the proportion of machinery that any firm may keep at work 
on American cotton—which practically means reducing the sup- 
plies of such cotton allowed to different firms in a common pro- 
portion—and the Paper Controller has obliged importers of paper 
to supply the manufacturers who buy from them in the same 
proportions as in 1916-17. It is obvious that, for a permanent 
peace policy, this device would not do. An arrangement which 
tended to maintain the various firms engaged in an industry 
always in the same relative position as they occupied in an 
arbitrarily chosen year would be a serious obstacle to efficiency 
and progress. It is not easy to devise an alternative arrange- 
ment, or to imagine any plan by which this type of rationing 
could be permanently adopted without grave risk of freezing the 
industries affected by it into rigid immobility. 

As regards the distribution of material among different indus- 
tries, the peace problem would again be more difficult than the 
war problem. During the war Government action has aimed 
primarily at securing material for those industries and processes 
which it has regarded as of greatest national importance. With 
this end in view it has adopted two principal devices : (1) prohibi- 
tion against the employment of certain things in particular 
specified uses; and (2) the allocation of materials to different 
industries or operations in accordance, not with the ordinary play 
of demand, but with its own opinion as to what is desirable. The 
former of these two types of control is evidently only an embryo 
form of the second. It may, therefore, for the purpose of this 
discussion, conveniently be subsumed under it. The policy of 
allocating supplies to uses of high national importance has been 
applied on a great scale to shipping, and, by means of an elaborate 
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system of priorities, to the main part of those industries which 
employ materials useful for war. The allocation has been based - 
upon the Government’s view of the comparative contribu- 
tion which the various industries make to national war efficiency. 
This provides a definite standard to which to work. It is obvious 
that food and munitions and the support of the armed forces must 
take precedence over everything else ; and, though, as the rivalry 
between the demands of munitions and of ships for steel has 
made plain, it is difficult, still it is not impossible, by conferences 
between representatives of the various Ministries, to work out a 
fairly satisfactory scheme of priorities. The reason for this is 
that everything is subordinated to a single relatively simple end. 
Under a régime of established peace—apart, of course, from possi- 
ble “key” industries, for which the obvious method of assistance 
is bounties or a tariff, and not the allocation of material—there 
is no single end of this kind. We have no longer to deal with the 
Government’s wants for war service, but with the wants of an 
immense and varied population for necessaries, comforts, and 
luxuries. In war time it is cbviously more important to bring 
steel into the country than it is to bring paper, and to manu- 
facture army baking ovens than private kitchen ranges. But in 
peace time none of these simple propositions can be laid down. 
Those things ought to be made which are most wanted and will 
yield the greatest sum of satisfaction. But the Government 
cannot possibly decide what these things are; and, even if it 
could decide what they are at one moment, before its decision 
had been put into effect conditions would very probably be changed 
and they would have become something entirely different. It is 
not easy to see how this obstacle to a permanent policy of ration- 
ing materials among the several industries of the country could be 
satisfactorily overcome. 

Serious and perplexing as the technical problems described in 
the preceding paragraphs are, nevertheless, if prices are 
to be controlled in such a way that the demand at the regulated 
prices is in excess of the supply, they would need somehow to be 
faced; for the alternative, as shown above, is wild confusion. 
Since, therefore, we have already concluded that, if prices are 
not to be controlled in this sense, rationing will not in practice 
be called for, the choice between adopting and rejecting that 
policy depends upon whether or not it is decided to make this 
kind of price control a permanent part of our peace-time prac- 
tice. That issue will be examined in the course of the following 
section. ; 
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TI. 
Price Control. 


During the war the action which the Government has taken 
in regard to prices has been motived in the main by a desire to 
prevent “profiteering.’’ This statement holds good of the whole 
body of price-fixing regulations as between producers and whole- 
salers, wholesalers and retailers, and retailers and the general 
public. There can be no doubt that these regulations have, during 
the war, served a very valuable purpose. Had it not been for them, 
those persons who happened to possess, or to be in a position to 
make, stocks of things that war conditions had rendered short, 
would have been able to charge very high prices and make enor- 
mous gains at the expense of the general public or of the State. The 
people affected by the regulations were not in general monopolists. 
Their opportunity to make large gains was not due to any restric- 
tive action of their own, but to the sudden large demands or 
sudden shortage of supply which war conditions brought about. 
In these circumstances the establishment by the State of maxi- 
mum prices, though it still allowed the firms affected to make 
larger profits than usual, nevertheless meant that at these prices 
the demand was in excess of the supply. Is price control of this 
character and with these consequences desirable as a permanent 
peace institution ? 

In any study of this question the vital point to bear in mind 
is that, under conditions of competitive trade, when abnormal 
profits are being made in any industry more capital and enter- 
prise tends to flow into that industry, output is increased, prices 
fall, and the opportunity for special gain is thereby removed. No 
doubt, when there is, for example, a bad general harvest of some 
crop, anybody whose own private crop happens to be a good one 
will make a large gain. But, when there is a good general harvest 
and his private crop is a bad one, he will make a corresponding 
loss. On the average, and on the whole, when a commodity is 
being produced and sold under ordinary competitive conditions, 
prices will so regulate themselves that normal profits, and not 
more than normal profits, are obtained from them. Periods of 
good fortune and periods of bad fortune are both reckoned for in 
the calculations of people in search of an industry in which to 
invest their capital or brains. Any general permanent policy of 
anti-profiteering price regulation applied to ordinary competitive 
industries would act differentially against those industries whose 
profits fluctuate. It would deprive them of their pieces of good 
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fortune while giving them no help in bad fortune, and would, 
therefore, cause capital and enterprise to move away from them 
towards industries in which the profit was more nearly the same 
every year. ‘This diversion of production from the channels into 
which economic forces tend to direct it, being, from the point 
of view of social utility wholly arbitrary—for there is no reason 
to suppose that industries of fluctuating demand and supply pro- 
duce things which are socially less desirable relatively to their cost 
than others—would almost certainly involve a misdirection of 
effort and a real loss of satisfaction to the country as a whole. 
Even in the exceptional conditions set up by the war, this danger 
has not been altogether absent. The price of the greater part of 
our wheat purchases being determined by market conditions 
abroad, it has been recognised that a legal limitation of bread 
prices to 9d. per quartern loaf would, if introduced by simple regu- 
lation, have driven many bakers out of the baking business and so 
deprived the country of much-needed bread. To obviate this 
result, the Treasury has been compelled to couple the rule regu- 
lating prices with the grant of what is, in effect, a large annual 
subsidy. Of course, by this device it is always possible to 
keep the price of anything at as low a level as we may 
wish. Obviously, however, a policy of State subsidies upon the 
production of particular things as a normal part of peace prac- 
tice must, if it is adopted, be based upon considerations other than 
those with which this article is concerned. Broadly speaking, 
then, we may conclude that permanent Government control over 
the price of things produced under competitive conditions is not 
required as a preventive of “profiteering,” because, for competi- 
tive industries as a whole, good times and bad times and lucky men 
and unlucky men being taken together, competitive conditions 
are themselves an adequate preventive; while, from the stand- 
point of the public, such Government control is objectionable 
because it will hamper production. When we remember, further, 
that the adoption of this type of price control would almost neces- 
sarily, for the reasons set out in the preceding section, force us to 
undertake the enormously difficult task of peace-time rationing, 
the case against it is seen at once to be decisive. 

This conclusion, as has been clearly indicated, refers only to 
price control over industries which are operated under conditions 
of competition, and in which, therefore, an artificial limitation 
of price causes the demand at the stipulated price to be in excess 
of the supply. In industries conducted under conditions of mono- 
poly there is no natural tendency for prices to be brought down 
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to a level that yields normal profits. On the contrary, unless the 
State intervenes, a monopolist or a partial monopolist has the 
power, if he chooses, to fix prices at a level that gives him an 
abnormal profit at the cost of his customers. In these condi- 
tions prices, so long as they are not pushed down far enough to 
bring profit below the normal level, may be forcibly reduced with- 
out creating any gap between the quantity of commodity demanded 
and the quantity supplied. There will, therefore, be no need of 
rationing, and it can be shown that, in general, output will be, 
not diminished, but increased.! Prima facie, therefore, there is a 


1 It is postulated that the artificial price established by the State is greater 
than the competitive price, but less than the monopoly price. Let the curves 
of demand and supply be straight lines. If they are not straight lines it can 
be shown algebraically to be probable that the output will be increased. But, 
if they are straight lines, there is a simple proof that this is certain. (1) First, 
consider conditions of diminishing returns. Construct a diagram such that PM 
represents the competitive price and OM the competitive output; while QN repre- 
sents the monopoly price, and ON the monopoly output. Let the State- 
controlled price measured by OV be greater than the competitive price, but 
less than the monopoly price. It is easily shown that the monopoly output 
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ON is one-half of the competitive output OJ/, and that the output which it 
will pay the monopolist to produce when the price is fixed at OV will be 
measured by one-half of the line V7’, drawn horizontally through V to cut 
SS1 in 7. But, since OV is greater than PM, it is obvious that V7’ is greater 
than OM. Consequently, one-half of 17’, which is the output at the controlled 
price, is greater than one-half of OM, which is the monopoly output (2) Secondly, 
in conditions of increasing or constant returns it will obviously pay the mono- 
polist to produce at the artificial price the full amount demanded at that 
price, since, ex hypothesi, the artificial price is lower than the monopoly price, 
this amount will necessarily be larger than the monopoly output. 





1918] GOVERNMENT CONTROL IN WAR AND PEACE 373 


strong case for State action to regulate the charges which may 
be made for monopolised and partially monopolised articles. This 
has long been recognised in regard to the services supplied by 
railways and gas companies. Should the movement towards 
combination, which the experience of the war and the benevolent 
attitude of the State-has done much to stimulate, extend mono- 
poly more widely over industry, the field open for intervention 
will be extended correspondingly. Moreover, the technical diffi- 
culties, which, before the war, made Governments unwilling to 
tackle the problem of price regulation outside public utility indus- 
tries, have been shown by war experience to be somewhat less 
intractable, and somewhat more amenable to treatment by the 
help of conversion cost calculations than had formerly been sup- 
posed. There is, indeed, still great danger that unskilfully exer- 
cised control, by fixing prices too low, may check enterprise and 
lessen output, and that the price maxima may not be 
adjusted quickly enough to meet changing conditions. It must be 
remarked, too, that conversion cost accounting can give no help 
in fixing prices until we have somehow decided the prior question 
what rate of return any particular concern may reasonably be 
allowed to earn unon its capital, and how large that capital in 
fact is. These considerations must be carefully weighed before 
any practical policy is framed. Nevertheless, the general con- 
clusion is warranted that, while in competitive industries the 
policy of price control ought not in any circumstances to be con- 
tinued when normal peace conditions are re-established, in mono- 
polistic industries the case for that policy, already fairly strong, 
has been strengthened to some small extent by the experience 


of the war. 
A. C. Picou 











THE PUBLIC CONTROL OF THE LOCATION OF TOWNS. 


IXconoMIsts and statesmen alike have usually regarded the 
situation, character, and size of urban settlements as matters 
outside the scope of governmental regulation. An analysis of the 
localisation of industry has, of course, always found place in 
economic theory. But it has been almost wholly of a descriptive 
character, and its political uses have hitherto been slight. So 
complete, indeed, has been the dissociation between the economic 
and political considerations in this field that economists have 
tended to neglect the secondary effects upon urban distribution of 
certain classes of governmental action. It is astonishing to find, 
for example, in the voluminous controversies upon national and 
local finance, how little attention has been paid to the influence 
of alternative modes of taxation upon the growth of towns—all 
the more astonishing because during the whole period of these 
controversies the sanitary and civic problems of large towns have 
given endless anxiety. ‘The consequent incompleteness of the 
economic analysis does not matter much. Nevertheless, the omis- 
sion is regrettable, because if economists had attached any theoreti- 
cal importance to the effect of public measures upon different 
classes of industrial settlements, the question would spontaneously 
have arisen as to what type of town should be given the preference. 
And if that question had been seriously propounded and argued 
out, say, fifty years ago, it seems likely that one or more construc- 
tive formulas of the ideal town—economically and socially—would 
have emerged and gained some authority. The town-planning 
movement might have had an earlier genesis and a sounder scien- 
tific foundation. In particular, the conception of a prescribed limit 
to the size of towns would almost certainly have been formulated, 
though there would have been plenty of room for disagreement 
over its quantitative interpretation. 

Things, however, fell out otherwise. No such scientific for- 
mulas were discussed by economists. Schemes for ideal towns 
occurred sporadically, but they were always non-expert, and gener- 
-ally Utopian or perfectionist ; the ideas associated with them never 
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flowed into the main stream of economic thought, and with one 
exception they came to nothing in practice. The evils of the 
great and growing cities could not be ignored, but constructive 
criticism focused itself upon details of interior organisation. Politi- 
cal intervention followed in the same course. Public health and 
traffic necessities led to a multitude of regulations governing sani- 
tation, street widths, air-space, crowding, and such specific items 
of town structure. Cities were, in Europe at least, restricted 
in their expansion vertically. Lately the density of building in 
suburban extensions has been limited, and some elements of street 
design imposed, by the process known as town planning. In 
the old centres of many cities there have been slum clearances and 
street widenings. And there has been a gradual imposition of 
standards of house accommodation, together with a tendency in 
all countries for the work of housing the poorer sections of the 
community to pass into the hands of the municipalities. 

It cannot be said that these activities have been successful in 
making modern towns healthy, agreeable, or efficient. But they 
connote a growing public consciousness of the facts of the case, 
and they therefore facilitate the opening of the larger question as 
to whether the great size of urban settlements is not in itself an 
evil capable of social treatment. Moreover, there are signs that 
more comprehensive action will be forced upon us by the develop- 
ment of other State activities and changes in industrial require- 
ments. Some of the most powerful social forees—notably the 
Public Health, Labour, and Manufacturing interests—exhibit 
from very different points of view a grave discontent with our 
cities as they are. Hitherto it has been hoped that sanitary and 
housing reforms would make healthy places of all our towns, how- 
ever large; but Dr. Brend’s recent analysis of the vital statistics 
appears to destroy the accepted view.! The working-class demand 
for good housing is being extended to cover good surroundings 
for life and work as a whole; the Labour Conference of January, 
1918, unanimously resolved that the bulk of future building ought 
to be diverted into new towns of limited size and in permanent 
contact with country life. The interest of the agricultural com- 
munity in such a proposed diffusion of urban advantages is obvious. 
Manufacturers, again, anticipating highly competitive conditions 
after the war, are dissatisfied with the alternatives offered them, 
on the one hand by crowded, unhealthy, and expensive city sites, 
and on the other hand by country or suburban situations where 
the economic benefits of association are not fully available; and 


1 Health and the State (Constable, 1917). 











376 THE ECONOMIC JOURNAL [DEC. 


their discontent may well crystallise into a demand for scientific 
urban organisation as an essential of industrial efficiency. 

If the primd-facie case for some urban redistribution is admitted 
the issue arises as to whether public intervention is necessary, or 
whether the change can be entrusted to that interplay of economic 
factors which has achieved the present distribution. Let us leave 
aside for the moment the criticism that the matter is too complex 
for public control, or that the economic control has hitherto made 
a ghastly mess of its job. The question is whether the inter- 
play of economic forces can bring about a change corresponding 
to the new economic needs. And the answer appears to be in the 
negative, because in this case inertia, or friction, is so powerful 
as to prevent the machinery of readjustment from getting under 
way atall. Take, for instance, the requirements of manufacturing 
concerns, which constitute the dominating force in the inter- 
play. The cheapening and acceleration of transport have made 
it much less important than formerly for businesses to be located 
right inside their principal markets or close up to their sources of 
materials ; in fact, in many cases the widening both of buying and 
selling markets has made them free to choose among innumerable 
alternative situations. On the other hand, the developments of 
scientific organisation increase the importance of specially built 
factories with opportunities for expansion according to a pre- 
arranged plan; and still more recent developments in the theory 
of “ welfare” stress the economic advantages of light and airy 
buildings in healthy situations. These considerations tend to 
drive manufacture out of the great towns. But an elastic supply 
of labour and the presence of power, light, and drainage services 
for the factory, and of houses and the social attributes of urban 
life for the workers, are usually necessary ; and these needs make 
the open country situation impracticable. Something intermediate 
is plainly indicated. Is it open to the entrepreneur to obtain 
exactly what he requires? In some cases it is. <A firm working 
on a very large scale and commanding adequate capital can acquire 
@ virgin site and create its own urban environment. This happens 
occasionally in Great Britain, and often in the United States, 
where corporations like the Steel Trust are in the habit of taking 
large areas of land right in the country, or more usually a short 
distance from a small town where there is some reserve of labour, 
and setting up thereon not only their works but complete villages, 
with houses, shops, institutes, and places of amusement for their 
employees. 

Now obviously any such village is the germ of a new town, and 





1918} PUBLIC CONTROL OF THE LOCATION OF TOWNS 377 


it may be thought that here we have the natural economic reaction 
against over-centralisation, and that all industry will rearrange 
itself in this manner in good time. But in practice the method 
is open only to a minute number of businesses. The average 
manufacturing concern must Fave an outside supply of water, 
light, and power ; it has no capital to spare for constructing houses, 
roads, and drains; and it cannot employ whole families, but de- 
pends upon association with other businesses which are comple- 
mentary to it in this respect. Hence when it is forced out of 
town centres by cramped buildings and high rents, it solves the 
problem by settling on the outskirts, where public services and 
labour reserves are still available. Unhappily, in many such new 
industrial districts businesses are quickly overtaken by the evils 
from which they have tried to escape. What is happening is not 
that the great cities are automatically dispersing themselves, but 
that they are now growing by a process of cellular sub-division. 
Industrial nuclei are pushed out along the railways and canals, and 
swell towards each other and the mother town; and by the time 
the new district has merged into the general whole, most of the 
special economic advantages of the situation have been forfeited. 
The central part of the town is also adversely affected by an in- 
crease of traffic congestion and of the remoteness of healthy rural 
suburbs, involving a general loss of leisure and diminution of pro- 
ductive power. 

Theoretically the best situation for industry is a relatively small 
town with a good technical equipment and a varied population, 
and above all with industrial areas planned in relation to means 
of transportation. Not many such places are to be found. They 
cannot arise spontaneouslv, because to give them a reasonable 
start requires concerted action on a large scale. Under medieval 
conditions a handful of mechanics, feeling the pinch of town taxa- 
tion or guild tyranny, could migrate to a free-trade village like 
Birmingham with prospects of success, and others following suit, 
a new centre could easily arise. Under modern conditions a piece- 
meal migration is not possible. The very interdependence which 
makes modern industry so productive operates to prevent its 
transfer to places where productivity might be still greater. Busi- 
ness co-operation is wonderfully complex, but it has no integral 
consciousness ; and the negotiations and bargains necessary to a 
concerted migration would be far too elaborate to be conceivable. 
But occasional attempts in this direction show that the idea is 
present in the minds of enterprising manufacturers. 

For reasons similar to these Mill placed the establishment of 
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new colonies within the province of government. If it comes 
to be accepted that there is a case in theoretical economics for 
manufacturing centres of definite type and size, clearly the argu- 
ment for the entry of the State as organiser of new towns would 
be strong. Nor would the argument, or the intervention, stop at 
the initiation of fresh settlements. Ultimatély, it would seem 
certain, the whole scheme of urban distribution would have to be 
made the subject of a unitary social design. 

The question of social control of the size and character of towns 
is raised, from another side, by the prevailing trend of ameliorative 
legislation. In particular, enactments prescribing expenditure 
at the charge of the national exchequer, and enactments setting 
up new standards of residential and industrial conditions, neces- 
sarily have an effect upon urban distribution, and this effect may 
go as far as to dislocate altogether the present economic govern- 
ance of the system. 

Hitherto the influence of the State in this field has been small, 
since any tendency, intentional or not, to favour one locality or 
type of local unit at the expense of others has met strenuous politi- 
cal resistance, and a rough balance of economic equity has thus 
been preserved. Any bias that has crept in has been obscure and 
accidental, but it has probably already gone in favour of the large 
towns as against the small towns, though its incidence as between 
town and country as a whole is more doubtful. What we have 
to consider is whether this bias is likely to increase to an important 
extent. Let us take, to begin with, the system of Grants in Aid 
from national funds towards the expenditure of local governing 
bodies. These fall roughly under four heads: Education, Poor 
Relief, Police, and Public Health. Our Education Grants, so 
far as they are based on school attendances, and not upon the 
actual local cost of the work done (which varies with the economic 
character of each district), exhibit no bias. But one or two minor 
grants are, in effect, differential subsidies favouring large towns. 
For example, the School Building Grants, from 1833 onwards, 
went to assist localities in which the cost of building was relatively 
high. 

Obviously, grants of this kind help a large town to overcome 
financial difficulties which would otherwise tend to check its 
growth; and, generally speaking, such crude subsidies have been 
avoided, or quickly discontinued under criticism. But subsidies 
have re-entered in more subtle guise. An Epidemic Grant, which 
allowed compensation for lost school attendances due to certain 
diseases, would have been equitable enough if local characteristics, 
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geographical or structural, had no relation to the incidence of the 
diseases. It was abolished in 1903, presumably because there was 
a fear that it might discourage the sanitary efforts of local authori- 
ties. And now we have Grants for Special Schools for Defective 
Children, for School Clinics, and for Medical Attention. Are 
these also to be abolished when the economists discover that they 
operate as subsidies to those towns which, by reason of their size 
and type of organisation, produce more than the average amount 
per head of sickness and physical defects? For unquestionably that 
is their effect. The cost of doctoring its excess of sickness, and, 
indeed, of maintaining, educating, and burying the abnormal pro- 
portion of its children who fail to attain the productive age, is as 
much part of the peculiar expense of the great city as the cost 
of the frequent repairs of its crowded pavements. When, by 
State action in the general interest, the former costs are charged 
upon community resources, either they will check the growth of 
large towns by becoming a burden upon municipal finances, or 
they will actually facilitate the further growth of these disease- 
producing towns at the expense of the nation as a whole. 

The cost of Poor Relief comes almost wholly out of local rates, 
the only important Grants in Aid being for Pauper Lunatics and 
the education of children under the care of the Guardians. On 
the supposition that the slums of large cities produce more than 
their due share of insanity and poverty, both of which are often 
the consequence of ill-health, these grants show the same bias 
as those for defective children. So also does the Police Grant, 
which is distributed in proportion to local expenditure on police 
services ; for the large cities notoriously produce, per head of the 
population, more crime and disorder, and require more traffic 
regulation, than small towns or country districts. As, however, 
the Police Grant is mixed inextricably with the other grants of the 
Local Taxation Account, which are allotted on a basis determined 
thirty years ago, when the country was less urbanised than now, 
its net bias is rather obscure. Its real significance for the present 
argument is that it is made the model, by Mr. Sidney Webb * and 
others, for proposed wide extensions of the Grant-in-Aid system. 
Even Mr. Cannan,? who objects to grants proportionate to ex- 
penditure, on the ground that they subsidise mismanagement and 
weaken the checks on the uneconomic location of population, 
advocates grants to areas where the quantity of a given service 


1 Grants in Aid: A Criticism and a Proposal, (1911.) 
History of Local Rates in England. (2nd Edition, 1912.) 
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required by the State from local authorities happens to be high in 
proportion to rateable value. This is about the minimum proposal 
which could conceivably have the desired effect of stimulating such 
activities as a local Health Service; yet, obviously, inasmuch as 
the size, situation, and character of towns are factors in determin- 
ing the quantity, as well as the cost, of some of the services to be 
performed, it is open to precisely the objections that Mr. Cannan 
brings against the bolder schemes of Mr. Webb. 

This is easily seen in the case of the proposed grants for Public 
Health purposes. Large towns will naturally absorb a much larger 
sum per head than rural districts and country towns; and if the 
cost of slum clearances and street improvements is in any way 
charged upon the national exchequer, the subvention to great 
cities may become enormous. The only possible basis on which 
such grants can be given is the actual expenditure on the service 
which the State desires to encourage. The practical choice is thus 
between no grants at all and grants which, in effect, by destroying 
some of the checks on urban expansion, may actually foster the 
increase of the population in the areas that produce the greatest 
proportion of the evils at which the Grant-in-Aid system is aimed. 

The real position is, of course, that social legislation of the 
type under consideration necessarily brings new factors into the 
economic reaction. This is true whatever administrative method 
is adopted. If the State, in the case of Public Health, were to 
follow its own precedents of the Factory Acts and Wages Board 
Acts, it would simply prescribe a national minimum standard of 
health for towns, throwing the onus of maintaining that standard 
upon municipal organisation and the local rates; and, this being 
duly enforced, the subsequent economic readjustments would 
smash the great towns to pieces. But for obvious reasons such an 
enactment could not be enforced, even if anyone believed the 
method desirable. The Public Health problem cannot be grappled 
with at all unless central resources are applied to it, and as the 
structure of towns has a bearing upon Public Health, the corollary 
is that with the appearance of these central resources upon the 
scene the State at once acquires a manifest financial interest in 
urban distribution. 

Grants in Aid are but a piece of machinery. The argument 
applies to all legislation of the type which diffuses, among large 
sections of the population, free or subsidised services at the charge 
of national taxation. State Insurance shows the same principles 
at work under another form, and here the subvention to large 
towns is unmistakable. The quantity of sickness per head among 
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insured persons in large towns is known to be double that in rural 
areas, and much greater than in country towns. This means that 
State taxes and the contributions of rural workers are used to pay 
for the disposal of a by-product of urban organisation. The Sana- 
torium Fund, raised from general taxation, is devoted to the treat- 
ment of what is essentially a town disease. And if a Ministry of 
Public Health is created, its functions will be open to precisely 
the same comment—which can, indeed, be extended to cover the 
work of several other State Departments. The cost of govern- 
ment, per citizen governed, is, in fact, considerably higher in the 
great cities than elsewhere. Hence with the extension of the 
province of government, the direct national interest in the system 
of urban distribution naturally becomes more evident. 

Perhaps the decisive case will be that of the housing of the 
working classes. After the war an abnormal shortage of houses 
will coincide with an abnormal economic difficulty in providing 
them. To meet this situation special State action is necessary ; 
and the Government is contemplating the issue to local authorities 
not only of loans to a large amount, but also of free grants of part 
of the capital cost of new houses. On what economic principle 
can such grants be fixed? Since all local authorities are being 
urged to undertake schemes to house their excess population, it 
would seem to be assumed that the subsidy is to be fixed at a 
percentage which will permit the building of houses wherever 
there is insufficient houseroom for all present residents or would-be 
residents, and the letting of such houses at rents which these per- 
sons are willing and able to pay. No other principle is conceivable 
if the idea of meeting all local warts is s2riously held. In practice, 
of course, no principle whatever will be followed—the grant will 
be restricted to an amount which seems to the Local Government 
Board, in its wisdom, “reasonable.” In other words, a percentage 
will be selected that suits a determining number of important 
municipalities, and promotes enough house-building for the time 
being to satisfy the public.?’ Anyone can see that, as things are, 
the new subsidies will tend to encourage the growth of towns 
which had, in the pre-existing balance of forces, reached or closely 
approached their economic limit of expansion; indeed, unless 
events take a fresh turn, all limits to expansion would henceforth 
appear to be removed. Other factors that have been mentioned 





1 Since these words were written it has been announced that the grant will 
be 75 per cent. of the realised local loss. This is, of course, a preferential 
subsidy to building in the least economic situations. The bias in that direction 
is greater than it would have been if an unvarying percentage of the cost of 
building had been offered, as the argument assumes. 
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seriously modify the system of urban distribution. This one 
revolutionises it, and deprives it of all practical utility. 

Legislation now looming up in the middle distance promises 
to be still more destructive of the system. Comprehensive Mini- 
mum Wage enactments will affect urban distribution very greatly, 
but the direction of influence will depend upon the method of 
fixing the minima. Unless these are based upon the local cost of 
a series of standard personal requirements, they will permit those 
places where the cost of living is dear to flourish by evading the 
intention of the law. On the contrary, a serious endeavour to base 
the minimum on the cost of commodities and services leads logically 
to the institution of a Minimum Standard of Social Environment— 
or, at any rate, of a Minimum Wage sufficient to pay for that 
Standard in each locality—the influence of which upon urban dis- 
tribution would be prodigious. If, for example, the Minimum 
Wage were required to cover, not merely the cost of given quan- 
tities of food and clothing, but also the rent of a house of a 
specified cubic content on a plot of one-twelfth of an acre in a 
district of standard town-planning amenity, plus the cost of access 
thereto from the place of work—and plainly only the enforcement 
of a standard of that kind would put one place on an equality with 
another in the interpretation of the Minimum—the money wages 
in great cities would become so much higher than elsewhere us to 
compel an almost universal exodus of business into rural dis- 
tricts. 

So also with a Minimum Standard of Leisure. he simple 
eight-hour day enactment, or trade-union rule, is virtually evaded 
by urban systems which impose long journeys to and from the 
work-place. Just as the Minimum Wage needs to be graduated 
according to cost of living, so any maximum of working hours 
ought to be graduated to compensate for journey time. Otherwise 
some businesses will continue to compete with others by absorbing 
more of the leisure and vitality of the workers. On the other 
hand, the enactment of a Standard Day based on the number of 
hours between the workman’s departure from home in the morning 
and his return thither at night, and therefore varying from town 
to town in accordance with the average daily time spent in indus- 
trial journeys, would have some exciting effects. 

If graduated minima of this scientific kind are at present im- 
practicable, the reason is that the system of urban distribution 
fails to stand the test of the entry into the economic province 
of such basic material interests of the employed classes as leisure 
and a healthy environment. The analysis seems thus to reveal 
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not only that the system is becoming indefensible, but that its 
scientific validity could have been challenged long ago on the 
ground that it has not safeguarded satisfactions and interests of 
the greatest importance. In view of this result, efforts to preserve 
the system by adapting it to the new conditions, with the object 
of maintaining economic equity as between town and country, 
and between small and large towns, are fantastic. As between 
country and town, indeed, economic equity is a delusive ideal ; 
political considerations have always influenced the State in its 
adjustment of financial matters between them ; and now that the 
need of a certain quantum of rural industry is held to override 
purely commercial considerations, the conception of economic 
equity is less relevant than ever. As between town and town, the 
strict impartiality of the State, in legislation of the type now cur- 
rent, would, as has been shown, hopelessly dislocate the industrial 
system ; while the passing of such legislation in a primitive and 
obvious form is leading to the disadvantageous growth of the larger 
towns, and actually reinforcing tendencies which foment the social 
evils attacked. 

We thus seem to be driven to lift the subject of urban dis- 
tribution right out of the sphere of the interplay of self-regarding 
actions into the province of social design and control. 

For the purposes of social design, the economic analysis, so far 
as it has gone, will be of considerable value ; but it needs now to 
be made more quantitative in character and to be extended to all 
factors which concern the material welfare of the people. And 
it must cover not merely urban distribution in the narrow sense, 
but the location and organisation of rural industries and settle- 
ments also. Moreover, economic analysis alone is not enough. 
It should be coupled with a political and civic analysis, for the 
structure of towns and villages has close relations with their 
political and cultural life. The object of the whole inquiry should 
be the elucidation of guiding principles for the future ; the indica- 
tion of what, taking every factor into account, would be the most 
satisfactory types of towns and rural settlements. 

A town formula already proposed, for which wide usefulness 
is claimed, though it has never been placed upon a strict scientific 
basis, is the set of principles associated with the Garden City 
movement. This confains the ideas of the limitation of size, popu- 
lation, and density, of close contact between urban and rural in- 
dustry, and of municipal ownership and control of land and public 
services as a means of enforcing design and securing permanence. 
The formula provides well for health, amenity, leisure, and manu- 
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facturing efficiency, and for a rural organisation much superior 
to the scattered village system; but a more detailed quantitative 
analysis is needed to ascertain what is the minimum population 
which will give a reasonable amount of localised interdependence 
of industry. Obviously elements of taste and judgment will enter 
into the determination of an exact formula for the ideal town. 
The balance of considerations will also be much affected by local 
conditions, as, for example, the prevalent scale upon which in- 
dustry is conducted. Thus you could not run many first-class 
shipyards in a town with the Letchworth population limit of 
35,000, though the new method of “fabricating” ships, if it is 
continued after the war, will permit of a considerable decentralisa- 
tion of this industry. But the idea of fixing a definite limit seems 
a primary necessity of social design, and for this reason the Garden 
City formula is an excellent basis for further discussion and 
analysis. ; 

It is very important that the practical bearing of the arguments 
here brought forward should be immediately realised. Limitation 
of large towns implies, and can perhaps best be brought about by, 
the provision of new towns for the surplus population ; and if ever 
there were an opportunity for the initiation of such a departure 
in policy, it is now. Vast numbers of new houses have to be 
placed somewhere. Thousands of factories and workshops have 
to be built to meet the new conditions of industry. Where are all 
these to go? The State finds itself forced to answer this question, 
since its influence, by the accident of events, is decisive. It is 
vital that sound principles should be agreed upon before such 
enormous quantities of energy and material flow irrevocably into 
the wrong channels. If, for example, we continue, with the aid 
of State loans and grants, to build extensive new garden suburbs 
to cities like London, Birmingham, and Manchester, we shall 
almost certainly increase the difficulties of adopting a good social 
design later on. It is fallacious to assume, as some town-planning 
reformers do, that we can go on indefinitely adding garden suburbs 
to great towns, returning at our leisure to open up the central 
areas. To dilute the heart of a city with gardens, open spaces, 
and wide roads is to revolutionise its whole economic basis. 'T'o 
present only one aspect of this—men may find it worth while to 
travel two hours per day for the sake of operating their businesses 
in a centre which is highly organised and concentrated, but they 
may not be willing to travel three hours per day to and from a 
centre where the degree of concentration is much less. If we 
seriously intend to reduce the density of our cities, which is the 
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only way to make them thoroughly healthy, we ought to have 
some idea of the suburb-carrying capacity of the proposed type of 
city-centre, before proceeding to add further suburbs. And if 
the provision of a rural zone to every large industrial group is 
found, as in the Garden City formula, to be an important element 
of the ideal town structure, we ought to make provision for such 
zones in our development adjacent to great cities—building satellite 
towns, with a considerable measure of industrial self-dependence, 
rather than suburbs. And this would mean quite a different 
manner of planning, and the selection of situations some distance 
further from the centre. Proper examination of the whole problem 
would show what is possible and what is not; what is in the line 
of an ordered design, and what would prove in the long run an 
obstruction thereto. At present we are not proceeding in absolute 
darkness. ‘There is enough light to make it evident in which 
direction we ought to be travelling, though the precise point of 
destination is still in doubt. It is also very evident that we are 
not travelling in that direction and that unless prompt attention 
is paid to the helm we shall find that our progress does little but 


add to our difficulties. 
EDWARD ORMISTON 











THE FUTURE OF LONDON AS THE WORLD’S MONEY 
MARKET. 


THE probability of peace being definitely arranged within a 
measurable distance of time naturally arouses consideration as to 
how international money market operations will be resumed when 
that desirable object is attained. From the City point of view, one 
of the most important matters that will have to be faced is 
whether when conditions become normal the old predominance 
of London in the money markets of the world will be restored to 
its full power. During the course of the war there have been 
many factors which interfered with the ordinary course of inter- 
national financial transactions. The remittance of money from 
one point to another has been either forbidden or restricted, and 
a great deal of business that was hitherto done by means of the 
drawing of sterling bills on London has been conducted upon a 
cash basis. The employment of gold to correct foreign exchanges 
has sunk to a minimum, and owing to the demands of the war 
the London market has experienced the novel condition of finding 
all the neutral exchanges very adverse. Such conditions leave 
room for a considerable drift in international business, and in 
some quarters it is suggested that the long-dated supremacy of 
London as the monetary centre of the world might be endangered. 

On this point I do not think there need be much immediate 
anxiety if those in control will meet the situation in a statesman- 
like manner, and with a due regard to the new conditions that 
have been produced by the course of events during the war. If 
only these considerations are kept well in view there seems to me 
no likelihood that any other financial centre can supersede 
London at this stage. New York, when the United States has 
more fully developed her internal resources, and service in the 
foreign field offers greater reward to her young men than service 
at home, may perhaps take financial precedence of London, but 
that is not just yet. It is beyond question that Great Britain 
and the United States can co-operate in many financial ways at 
home and abroad to the advantage of both. The estrangements 
of old times are at an end, and this war has brought the English- 
speaking nations together again, so that they know and respect 


DEC.] FUTURE OF LONDON AS THE WORLD’S MONEY MARKET 387 


each other to an extent that seemed impossible a few years ago. 
That is one of the big gains to both nations arising out of this 
great tragedy. 

Berlin as the money market of the world is unthinkable. So 
far as banking capacity and experience are concerned, it may be 
admitted that Germany is qualified to organise and run an inter- 
national money markef. A majority of the names of the promi- 
nent merchant bankers of London indicate their origin, and 
associate their forefathers with the policy of peaceful penetra- 
tion, but until the moral code of Germany changes, and perma- 
nent proof is given that her conversion is sincere, we can dismiss 
the possibility of any country voluntarily placing its resources 
within her banking control. This does not say, however, that 
London will regain its old pre-eminent position without a certain 
amount of effort. All the monetary centres will start after peace 
is established under exceptional and very uncertain conditions. 
Those controlling their operations will have to act boldly, and yet 
with complete assurance that the policy they pursue will, in a 
measure, bring back business to something like normality. And it 
is precisely on the means to be adopted that division of opinion 
is likely to be experienced. For instance, in certain quarters in 
London some are found in favour of further extending the pro- 
tection so long enjoyed by the home accepting interests in the 
London money market for their paper as against that of the foreign 
banks with offices in London. The views entertained in this 
respect found expression in the following paragraph, which 
appeared in the Times on July 5th last :— 


FOREIGN BANKS IN LONDON. 


‘* We understand that, as a result, no doubt, of the experience gained 
through the war of the results of the establishment in London of the branches 
of enemy banks, the whole question of the conditions under which any foreign 
banks whatever ought to be permitted to establish themselves in this 
country has been under the consideration of the Committee of Clearing 
Bankers. Also that they recently drew up a report of their conclusions, 
involving various restrictions on the operations of foreign banks here, and 
that this report has been put before Lord Cunliffe’s Committee on Currency 
and Exchange, which is regarded as the proper body to make recommenda- 
tions on such a subject to the Government. There had been for some time 
before. the outbreak of war a good deal of criticism in British banking circles 
about the facilities given in this country for competition by foreign institu- 
tions, and it may well be understood that the case for restricting it has been 
vastly strengthened in view of after-war prospects.”’ 


According to this commentator the Committee of the London 
Clearing Banks in their considered report desire in future not only 
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to restrict the operations of all foreign banks in the world’s 
money market in London, but also had under review whether any 
agency banks whatever ought to be permitted to establish them- 
selves in this country. Yet, with one or two exceptions, the 
agency banks more particularly alluded to are those of our Allies 
in the war. When such views are expressed one wonders whether 
the Clearing Banks’ Committee realises that the money market 
of the world, if it is to be continued in London after the war, 
must be something more than a mere local banking organisation. 

Fortunately such opinions are not generally held by those 
well able to judge the conditions that go to form a great inter- 
national monetary centre, as is evident from the report of a recent 
important committee. This committee was appointed by the 
Board of Trade to inquire as to what amendments might be 
advisable in the Companies Acts 1908-17, having regard to the 
constructive policy after the war. 

The following gentlemen were members of the committee :— 
The Rt. Hon. Lord Wrenbury; Mr. Arthur 8. Comyns-Carr ; 
Sir Frank Crisp, Bart.; Mr. George Welsh Currie; Mr. Frank 
Gore-Browne, K.C.; Mr. James Martin; the Hon. Algernon 
H. Mills; Mr. Richard David Muir; Mr. Christopher T. Need- 
ham, M.P.; Mr. Henry A. Payne, C.B.; Sir Owen Phillipps, 
K.C.M.G., M.P.; Sir William Plender, G.B.E.; Mr. Owen C. 
Quekett ; Mr. Andrew Wilson Tait. The power of this committee 
to speak with authority in regard to conditions in London is 
unquestioned, and it is significant that the opening paragraphs of 
their report were framed as follows :— 


‘* The question which Jay in the forefront of our investigations and to 
which we attributed prime importance was that of the employment of 
foreign capital in British industries. 

‘‘ The preliminary question whether it is desirable that foreign capital 
should be freely attracted to this country is one upon which there is little, 
if any, difference of opinion. The maintenance of London as the financial 
centre of the world is of the first importance for the well-being of the 
Empire; anything which would impede or restrict the free flow of capital 
to the United Kingdom would in itself be prejudicial to Imperial interests, 
and any legislation which would tend to impede or restrict the free flow of 
capital here by imposing restrictions, or creating impediments, ought to be 
jealously watched, lest in the endeavour to prevent what has come to be 
called ‘ peaceful penetration,’ the normal cause of commercial development 
should be arrested 

‘Tt is to be borne in mind that at the conclusion of the war—if it should 
be concluded upon such terms as we hope and anticipate—there is no 
probability that the countries which are now the enemies of the Allies will 
be those which will be in possession of capital looking for external employ- 
ment. Outside the countries of the Allies, it may be said, speaking generally, 
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and subject to exceptions of no great moment, that Europe will have little 
surplus capital to invest. The foreign capital which we have to contemplate 
will be capital flowing not from the Central Empires of Europe, but from 
other parts of the world, of which America may be the chief. To impose 
restrictions upon the influx of capital aimed at our present enemies, with the 
result of deterring the flow of capital from (say) America, would be a policy 
highly injurious to the economic recovery and renewed prosperity of this 
country after the war. Far these reasons we are of opinion that in all 
amendments of the law falling within the scope of our reference the 
expediency of the attractions of foreign capital should be steadily borne 


in mind, and anything which would have a restrictive or a deterrent effect 
should, as far as possible, be avoided.’’ 


There is thus a distinct cleavage of opinion as to the methods 
that should be adopted when business is conducted after the 
war, and a close consideration of the position, with an open 
mind as to improved methods of working, is, in my opinion, a 
matter of high importance at the present moment. 

If London is to resume its supremacy as the financial centre 
of the world, there should be no restrictions on the legitimate 
operations of foreign banks which are entitled to their proper 
share in the world’s money market. You cannot have the world’s 
money market located in London unless the foreign banks are 
allowed to have their rightful status in such a market. The 
money market of the world is essentially a cosmopolitan thing. 
It was one of the few concrete instances of realised Free Trade 
before the war, except in one respect, to which I shall refer 
later on. 

Great Britain’s import and export trade will always ensure 
a big bill discounting business in Lombard Street. It is, how- 
ever, essential to the retention of the world’s money market in 
London that ¢nter-foreign trade transactions should continue to 
be financed by the Sterling Bill. Inter-foreign trade covers goods 
moving from one country to another, in which operation the 
United Kingdom is neither importer nor exporter. As illustra- 
tions—the shipment of silk from the Far East to New York, or 
coffee from South America to New York, or to any other country 
than the United Kingdom, is foreign commerce that has nothing 
whatever to do with British trade. Quite half the total amount of 
sterling bills that come to London represents the financing of 
inter-foreign trade. London’s supremacy in the exchange markets 
of the world is therefore based on something more than British 
foreign trade, other nations, in fact, being contributors to British 
financial prestige in making London the world’s money centre. 
Are these facts recognised and reciprocated in London as they 
ought to be? It is because I do not consider they have been, that 
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I suggest that the time is now opportune for the removal of an 
unfair restriction on agency banks, in a market which is built 
up by international co-operation. It is of the utmost 
importance to London’s future position that this inter-foreign 
trade financing should be preserved and encouraged after the 
war. The foreign banks have opened in London because they feel 
they are entitled to their place there as members of the world’s 
financial clearing house, and to enjoy in this city the full privi- 
leges of membership. If they did not possess their own London 
offices they would be obliged to employ agents, who, like all 
agents, have to be paid for their services. These agents, the 
banks or the merchant accepting houses, naturally would prefer 
to reserve the privileges of this financial clearing house for them- 
selves alone, just as the London clearing bankers have success- 
fully kept out the provincial banks from the London Clearing 
House. It is simply a matter of vested interests. But such a 
narrow and selfish spirit in regard to the world’s money market 
cannot be maintained if London is to continue its financial supre- 
macy. So long as every foreign country was dependent on Lon- 
don’s financial assistance, I take it these countries had, so to 
speak, to put their pride in their pockets and amiably accept the 
situation. But when conditions have changed abroad something 
requires to be done to induce certain transactions to come to 
London as before. If not, London may wake up to find, too late, 
that it has pursued a mistaken policy. 

Sir Charles Addis, in his recent article in the Edinburgh 
Review, on ‘‘ The Problems of British Banking,’’ when discuss- 
ing the subject of agency banks in London, points out that their 
acceptances are discriminated against in the market through the 
discount rates quoted for such paper, as against the British bill. 
The world’s money market, if it is to be permanently located any- 
where, must be a free and fair market. The seeds of disintegra- 
tion are within it, if any of its members obtain advantages not 
accorded to all. 

Here in London, in the world’s money market of all places, 
where such a thing is antagonistic in principle to such a market, 
and in the home of Free Trade, too, we find Protection has been 
in existence for the benefit of home accepting interests for many 
years. 

Sir Charles recognises very fairly, I submit, that the supremacy 
of London would be weakened by the removal of agency banks’ 
funds to any other money centre, and emphasises the obvious 
fact that the world’s money market must of necessity mean the 
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direct representation in that market of banks of all nationalities. 
Wherever that market is located a fundamental principle of such a 
market should be that no member should obtain preferential 
advantages, except those based on intrinsic merit. 

I do not mean that every foreign agency acceptance should 
command the finest discount rate current in the London market. 
But, if any foreign agency acceptance is as inherently good as any 
other London acceptance, it should not be discriminated against 
solely on the ground of its being a foreign agency, and should be 
entitled to the most favourable discount rate of its class. In one 
or two cases, I am well aware, this is the case to-day, and I 
suggest that it would be a graceful act if it were officially an- 
nounced that the old-time stigma which has attached to this 
class of paper had been removed. 

The political effect of this action, I believe, would be con- 
siderable, especially in banking circles in Germany, and, after all, 
it would perhaps be the best method open to us to ensure the 
continuance of the supremacy of the sterling bill in the exchange 
markets of the world. If discrimination is to be made against 
any class of bills in London, either against their availability for 
discount at the Bank of England, or in regard to market rate dif- 
ferentiation, I suggest that the bills so treated should be those 
which Sir Edward Holden some years ago described as ‘‘ Spurious 
Finance Bills ’’ drawn on any bank in London, whether clearing 
or otherwise. 

If London is to be the money market of the world in future, 
in my judgment it is essential to recognise that foreign banks have 
a right to be there, and to be given equality of opportunity for 
the exercise of their legitimate banking functions in that money 
market. 

When a foreign bank opens an office of its own,in London it 
results in its former London correspondent losing some advan- 
tages. The foreign bank’s balances are then lent through its own 
London office in the London market, and the prestige and profit 
from this action inure to the foreign bank instead of to the former 
vicarious owner. Again, considerable commissions for agency 
and acceptance work are lost to the London correspondent, and 
the management of that bank would scarcely be human if it said 
it liked to see its valuable accounts diminish in this way. The 
merchant accepting houses also do not favour foreign banks 
opening London offices because their former foreign clients natur- 
ally prefer opening their sterling credits through their own banks 
with London offices. The foreign agency bank acceptances afford 
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increased security to the English buyer of these acceptances, for, 
if the credit risk of the opener of such credits was good enough 
for the merchant accepting houses to take for their own account, 
the financial strength of most of the London agency banks is 
superior to many, if not all, of these accepting houses. 

It used to be a common remark and objectiqn to the discount- 
ing of London agency acceptances that the assets to cover these 
were not in London. The merchant accepting houses, when they 
accept on foreign account, must send the relative shipping docu- 
ments abroad, just as the agency banks do; otherwise it would be 
impossible to receive the relative covering remittances at maturity. 
The holder of a bill accepted by a merchant banker on foreign 
account—and nearly all the acceptances of merchant bankers are 
on foreign account—who imagines because this bill is discount- 
able at the Bank of England he holds something of superior intrin- 
sic security than if he held an agency bank bill, does not under- 
stand the nature of inter-foreign trade paper. Few agency banks 
accept to the full extent of their capital and reserves, whereas the 
majority of these merchant bankers habitually accept to many 
times the extent of their capital—in some cases beyond five times 
their capital. The objection raised by some London bill buyers to 
agency paper is comprised in the formula, ‘‘ Their assets are not 
in this country.’’ This is not correct in the case of all agency 
banks, for some of them have more cash assets in London than 
the liability on their own outstanding acceptances. These same 
London bill buyers are apparently unaware that, if they applied 
the same “‘ formula test ’’ to the acceptances they buy of London 
merchant bankers, they would find the relative assets against these 
acceptances were also not in this country, and, keeping in mind 
the excessive extent to which I have said some of these merchant 
bankers accept, a holder of their acceptances is therefore incur- 
ring greater credit risks than if he bought agency bank paper 
which some of these bill buyers pride themselves on avoiding. It 
would be interesting to know to what extent these London accept- 
ing houses usually carry cash in the money market, or hold liquid 
reserves against their outstanding acceptances, as compared with 
the cash and liquid reserves carried by the agency banks in London 
against their outstanding acceptances in his market. If the facts 
are ever fully known as to what was the situation in London in 
August, 1914, in regard to their relative liquidity—I do not think 
the agency banks need fear such a disclosure. Another important 
item to consider is this—that a foreign bank with an agency in 
London is much more likely to be acquainted with the status of 
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its home clients opening credits through its London office, than 
any accepting house located in London, doing foreign business, 
can be, and the trade of the agency bank’s own nationals with the 
British Empire certainly tends to increase by direct representa- 
tion of such a bank in London, in a way that would be impossible 
if it had to be cared for by agents in London with their necessary 
limitations. The opposition to agency banks in London is 
quite intelligible—it mainly arises from the merchant bank- 
ing houses who have become powerful in the past through their 
acting as accepting brokers for inter-foreign trade in the world’s 
money market. The evolutional development of international 
banking, and the branch system, gradually do away with the ser- 
vices of intermediaries, and make for greater financial all-round 
strength, efficiency, and responsibility. 

Another factor to be reckoned with after the war is whether 
the foreign and overseas exchange banks will be prepared to buy 
sterling bills, drawn on merchant banking firms in London, with 
the same freedom as they did in pre-war times. What the posi- 
tion of these firms is going to be when the war is over is, in some 
cases, a matter of conjecture, and the difficulty is not made less by 
the fact that they do not publish balance sheets. 

It must be remembered, too, that it is not the discount market 
nor, in most cases, the British deposit banks which give most 
credit to such acceptances. It is the foreign and overseas banks 
which, by their exchange purchases, assume the main liability on 
this class of paper. When these bills are accepted and the ship- 
ping documents are detached and given up, the exchange banks 
have generally only the drawers and the acceptors on whom to rely. 
In the majority of cases it is the acceptors upon whom they mainly 
depend, and these merchant bankers’ bills are all strengthened by 
the endorsements of the foreign and overseas banks before they 
make their appearance in the London discount market and pass 
into other hands. 

The standing of the merchant accepting houses is therefore a 
matter of vital concern to the foreign and overseas banks. Sup- 
pose the clearing banks are prepared, and have the capacity to 
undertake a large part of the inter-foreign trade accepting busi- 
ness that was previously done by the merchant accepting houses, 
and they succeed in imposing new restrictions on the legitimate 
credit operations of foreign agency banks in London. Is this 
attitude towards other nations which used the sterling bill to 
finance their commerce in the past likely to conduce to London’s 
retention of the world’s money market? I think not, and the 











394 THE ECONOMIC JOURNAL [DEC. 


richer countries, which are those to whom this credit should be 
most freely accorded, could probably avoid using the sterling credit 
by replacing it with another of a different currency. My sugges- 
tion is that, instead of placing restrictions on the free use of the 
sterling bill, drawn on the agency banks for their inter-foreign 
commerce, now is the right moment to do everything possible 
to still attract that class of financial business to London. 

Before the war it was a cause of complaint in the London 
money market that too much credit was given to too few names. 
With bank amalgamations this concentration will be accentuated, 
and, if this agitation for restrictions on the operations of foreign 
agency banks is successful, one naturally inquires on whom are 
the London sterling bills to be drawn when peace comes? 

In this time of general overhaul and reconsideration one is 
confronted with the question, “ How is it that, although the great 
private banking firms have disappeared and been superseded by 
the big joint stock banks, these merchant banking houses who 
lend their credits for a consideration should have escaped the 
demand for periodical published statements of their condition? ’’ 
The position and operations of the big private merchant firms 
who do business only on their own account are within the know- 
ledge of their commercial associates and bankers. When these 
merchant firms, however, develop to the stage that their credit 
has become so high that they can lend their name to others, and 
thereby become bankers as well as merchants, it appears to me 
that the borderland of privacy has been passed, and that it is 
incumbent upon them in the public interest to publish their 
balance sheets. The time is long passed when clean credit on 
bills of exchange running into millions can be accorded without 
detailed information as to the financial foundations upon which 
it can be justified. Banks and discount houses disclose all this 
freely. Why should the merchant accepting houses take refuge 
in secrecy? If one of these accepting houses should happen to 
find itself in difficulties, everyone will wonder why no demands 
had ever been made for the publication of the balance sheets of 
these houses. Then, of course, public opinion would force them 
all to come into line with modern requirements and conditions. 

Let us look at the position of most of the great joint stock 
deposit banks in London before the war. First, what was the 
general capacity of their boards? Many of the directors were 
men who had no special knowledge of industry or commerce ; some 
were obviously ornamental ; some had served the Government at 
home and abroad; relatively few were in daily touch with the 
industrial life of our country, or were alert or shrewd enough to 
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be a real help to the managers of their bank when questions arose 
as to the wisdom of making advances in particular industries. 
Many of these directors had retained their seats because of their 
association with merged country banks. Their mental outlook, 
in fact, may be described as that of country gentlemen ; shooting 
and hunting are all very well in their place, but precise informa- 
tion on these subjects is not the sort of knowledge that permits 
right decisions to be reached on banking policy. 

A banking directorate entirely composed of banking experts 
would probably be unsatisfactef¥. Their point of view and 
experience would not be comprehensive enough. At present, 
where you have a strong man as managing director, or general 
manager, he sometimes dominates the board with his technical 
ideas, which may be sound enough, so far as the liquidity of the 
bank and the interests of shareholders are concerned, but which 
sometimes fail to take into consideration the ultimate prosperity 
of the nation, which is dependent on something much more 
important than successful money lending. Banking is trustee- 
ship. A proper granting of credit should make possible for many 
the right to a livelihood at home in decent comfort, as the diver- 
sion of credit in international directions may deprive our own 
people of the opportunity of getting work at home, and force them 
to cross the seas to countries other than their own. I am not 
suggesting that the ideal bank board should be composed entirely 
of captains of industry, who might deem it to be the duty of their 
bank to accede to every claim for financial assistance that in their 
judgment they considered sound. I am not so sure that, if these 
captains of industry had supported such proposals—and by these 
captains of industry I mean men who are doing things daily, and 
have not reached the stage of being ex-captains of industry and 
therefore out of touch with things as they are—the general pros- 
perity of the community would not have been greater than it has 
been, under the domination of those whose actions are mainly based 
on what they regard as their supreme duty to their shareholders, 
without troubling overmuch about their duty to the general public, 
who provide their capital in the larger sense. Some such idea is 
evidently at work in the minds of one of the largest deposit banks, 
as Barclay’s chairman the other day told his shareholders that his 
bank proposed to have in future advisory directors, with special 
knowledge of particular industries. This is a step in the right 
direction, and, if all banks will reconstitute their boards on the 
basis of each director possessing certain essential qualifications, 
the general managers of these banks will have at their disposal 
that wider knowledge which is so important for their well-being. 
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One of the difficulties resulting from centralising the control 
of banks in London is that the most capable men engaged in 
industrial concerns in the United Kingdom are at work so far away 
from London that they are not easily accessible for consultation. 
It might be possible to overcome this drawback if the general 
managers of each bank were increased in number, and the younger 
managers were free to go and consult with these advisory direc- 
tors in the provinces, instead of asking them to come to London 
to board meetings for that purpose. These younger general 
managers could devote a large part of their time to studying indus- 
trial and commercial conditions in the territories covered by their 
bank’s operations. The knowledge and experience these younger 
general managers would thus acquire would prove to be a valuable 
asset eventually to their banks, and would tend to develop a much 
more informed type of general manager than now exists in some 
of the deposit banks in London. A few of the largest American 
banks and trust companies are adopting this plan of giving their 
ablest young men opportunity, responsibility, and status, when 
they are worthy of it. I therefore suggest that it would be sound 
policy on the part of the deposit banks in this country to con- 
siderably reduce their present directorates, by getting rid of those 
members of their boards whose services are of little or no real 
value, and to rely on their advisory directors, whose assistance is 
much more worth having. All the senior general managers, I 
contend, should have seats on the board, and these, with, say, five 
or more advisory directors with special up-to-date knowledge of 
industry, and, say, five or more directors whose general fitness is 
unquestioned, would constitute a strong directorate, and produce 
well-balanced banking policy. 

Another reform that might well be considered is in regard 
to deposits. One of the excuses frequently offered by the deposit 
banks for buying so many bills on the London market was the 
necessity of off-setting their liability on demand deposits. These 
bills, commercial and financial, they said, were beyond doubt 
good, the return on them secured their shareholders’ dividend, 
and their early maturity protected the position of their depositors. 
Whether such an investment was in the interests of the nation was 
not the main consideration. Were not these bankers, it might be 
asked, by buying all the good bankers’ paper that was offered 
them thus helping to increase the prestige of London as the money 
market of the world? Yes, they were doing that, but making 
London the money market of the world is surely not the sole 
concern of British banking. This demand liability on deposits 
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might be lessened, I imagine, if the deposit banks offered higher 
interest rates for fixed deposits for one, two, or three years. The 
nightmare of deposits repayable on demand would be relieved 
pro tanto, and the banker would be in a more protected position 
to discharge his duty to industry and the national interest. Over- 
seas banks take fixed deposits. Why should the Joint Stock 
banks advertise to take only deposits at seven days’ notice? If 
the deposit banks would offer their present depositors—that is, 
after the war—say } per cent. more than the rate allowed on 
seven days’ deposits for fixed deposits for one year, 2 more for 
two years, and 1 per cent. more for three years fluctuating, I 
have little doubt a large amount of their present deposits would 
be immediately converted into fixed deposits. These fixed deposit 
receipts should be non-negotiable, as I do not consider it would 
be desirable to have them made marketable. Recently a sugges- 
tion has appeared in the Press that debenture stocks should be 
created by banks. The objection to this, I think, is that it creates 
a preference on bank assets which is undesirable in the interests 
of ordinary depositors. One always feels as an ordinary depositor 
with a discount house, that one’s relation as a creditor is less secure 
than with a bank which does not hand out its assets as cover. 

It does not seem to be possible that the full and free use of 
the London money market, as it was before the war, can be 
restored unless the victory of the Allies is complete and final. 
Prussianism must be destroyed entirely, and the German people 
must show by their deeds that they have turned their backs for 
ever on those who brought about their degradation in the eyes of 
all civilised people. Only then will it be prudent to waive the 
restrictive regulations that are now in force to prevent our present 
enemies from benefiting by sterling credits on London which may 
be granted by banks and accepting houses there. These credits 
may take the form of bills or advances, and nothing is easier for 
those who would be parties to such a thing than to turn these 
credits over to tha use of those to whom they would be directly 
denied here. That is one of the difficulties of being the world’s 
money market. It is a source of embarrassment in time of war, 
and it remains the same in times of peace unless there is concord 
and sincerity among all the nations of the world. The League of 
Nations is only a fiction if all the great nations are not included 
therein, and the world’s money market does not answer its own 
description unless the motives of all its participants are free from 
suspicion and confidence is complete. 
RoBeRT CALLANDER WYSE 
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DEFLATION AND PRICES AFTER THE WAR. 


INFLATION during the war is now accepted as a fact; and 
though, as Professor Pigou has shown, no precise definition of 
the word is wholly satisfactory, yet the popular conception of it 
as “‘an increase in the general level of prices brought about by 
financial means” is sufficiently definite for practical purposes. 
What has been the root cause of this inflation? Taking the 
world as a whole it is evident that war expenditure can only be 
provided for by (1) increased production, or (2) abstinence from 
consumption or accumulation.!. In other words, “if war eats 
your cake you cannot have it yourself.” But for reasons of their 
own Governments prefer to camouflage this fact. There are two 
ways in which this is done. The first is by the issue of paper 
money whereby the money counters in the possession of private 
people change their real value. The second is by the creation of 
additional bank credits enabling persons to subscribe to war loans 
without reducing the amount of money they spend or accumulate. 
Both methods produce a rise in prices which enforces the absti- 
nence which the Governments have not imposed directly. 

But inflation is not the sole cause of a change in general price 
level. Suppose that all Governments and peoples had been finan- 
cial purists and that war expenditure had all been met directly 
out of income (whether paid in the form of taxes or loans), there 
would have been no inflation. Offhand one is tempted to argue 
that there would also have been no change of general price level 
because private purses would have been emptied in the aggregate 
to the exact amount that the State’s purses had been filled. This 
reasoning would hold good if all the forces operating were purely 
economic and if at the same time the aggregate demand of States 
and peoples remained unchanged in character. But neither of 
these assumptions is, true. War produces psychological effects : 
it provides a stimulus to exertion: it calls for restrictions and 
rationings on the part of the State. Again, it profoundly alters 


1 Deterioration of capital is, of course, negative accumulation, and therefore 
war costs paid for out of money that would otherwise have gone to keep capital 
in repair are included in the formula in the text. 
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the nature of the aggregate demand for commodities and services : 
it causes dislocation of industry : it alters the requisite weighting 
of index numbers. The effects of these causes will not all operate 
in the same direction, but the enumeration of them is enough to 
show that the changes in general price level during the war must 
not be wholly attributed to inflation. 

Another important point to realise is that, in determining 
general price level, only commodity prices are taken into account. 
Prices of fixed capital already in existence, and prices of securities, 
do not enter. During the war very remarkable differences have 
been exhibited in the prices of fixed capital. Some capital not in 
great demand, or which has been restricted or controlled by the 
Government, has fallen in price, while other capital which is much 
needed and difficult to replace has soared to fabulous heights. 
Thus a great deal of house property has fallen (e.g., in the City 
of London by 20 or 30 per cent.), while some has enhanced. Again, 
what has happened to the railways in this country should be com- 
pared with what has happened to the ships. Both are public 
utilities, both have been in great demand during the war, both 
have been controlled by our Government, but the control has 
been of a different kind. In consequence ordinary railway shares 
have actually fallen in price, while shipping shares have mounted 
many fold. The change which the war has brought about in the 
prices of securities bearing a fixed rate of interest is uniformly 
downward. This is not surprising, for these prices merely express 
the amount of money required to produce a fixed income. As the 
current rate of interest for new investments rises in consequence 
of the great State loans, this amount naturally falls. 

With the cessation of hostilities the world will! enter on a 
transition period which will probably be continued for several 
years before equilibrium is again reached. The essential char- 
acters of this period will be: (1) Continuation of extraordinary 
State expenditure; (2) Demobilisation of men and capital from 
war work and their general absorption into peace work ; (3) Recoil 
from the restrictions and abstinences of war. 

(1) Thoughtless people are apt to assume that within a few 
weeks of the cessation of hostilities the expenditure on war will 
almost disappear. So far from this being the case, it is likely 
that it will remain nearly at its full war level for several months, 
and even then only gradually decline. It follows that the various 
States which have borrowed most of the money required 
to pay for the war during its progress will continue to borrow for 


1 This article was written before the armistice. 











400 THE ECONOMIC JOURNAL [DEC. 


many months (some, perhaps, for years) after hostilities come to 
an end. 

(2) In 1914 the transition from peace to war produced a dis- 
location which caused grave unemployment both of labour and 
of existing (fixed) capital, and cut down the total volume of pro- 
duction. Gradually, as the war machines grew, they ate up all the 
fluid labour and capital and reduced unemployment to a record 
minimum, at the same time swelling the total output (including 
war output) above the pre-war amount. When peace comes the 
demobilisation of labour and capital will produce a similar dis- 
location and reduction of total output. Some war capital and 
some labour will become permanently derelict, some will take 
time to adjust itself to the new conditions, some will be immediately 
available. A striking example of the last class is the merchant 
marine which will set about carrying civil merchandise directly it 
is released from carrying soldiers and munitions of war. 

(3) During the war there have been restrictions against the 
subscription of new capital for private enterprise. Soon after 
hostilities cease these restrictions will have to be removed, or, at 
any rate, relaxed, in order that the world may restart its civil 
life. Belgium and other devastated areas will have to be rebuilt 
and restocked; new cottages must be built in every country ; 
railway lines and rolling stock will have to be renovated; and a 
vast outburst of industrial activity in many directions will be 
required. Entrepreneurs will need money to finance all these 
undertakings. Again, during the war, restrictions have been im- 
posed and voluntary abstinence practised in the matter of personal 
expenditure. Much of this is of a quasi-capital character, such 
as repairs to private houses, replacement of furniture, renewal of 
clothing, etc. ; with the cessation of hostilities people will desire 
to make these arrears good and will in many cases be prepared to 
do so out of capital if they are not able to meet the expense out of 
income. 

Combining together the demand that will be made for money 
by Governments and private persons in the first months after 
hostilities cease, it seems likely that it will even exceed the de- 
mands that have been made during the continuance of the war. 
And as there will be no new sources of money to be tapped, banks 
will be called upon to lend money to Governments and to private 
persons to an extent equal, or perhaps even greater, than they do 
to-day, thereby creating further inflation unless it be checked by 
specific means. 

Apart from inflation the main causes tending to increase prices 
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will be (1) the dislocation of the industrial machine, which will 
reduce supply ; (2) the psychological recoil from the restraint of 
war which will increase demand ; and (3) the increase in the price 
of existing fixed capital (e.g., houses), which will expand until it 
equals the prices at which similar new fixed capital can be pro- 
duced.' The causes tending to lower prices will be (1) the release 
of ships’ tonnage, which will increase and cheapen transit ; (2) the 
increase of civil output arising from the redevelopment of civil 
life and improved methods of production ; (3) the cessation of the 
great war profits and high wages in munition factories, which will 
reduce demand ; and (4) the ending of monopolistic conditions. It 
is hazardous to guess on which side the balance will be, but, 
taking inflation and economic causes together, the confident hope 
of the man in the street that the cessation of hostilities will imme- 
diately and automatically see a big fall in prices is not at all likely 
to be realised ; and it may very well be that months, perhaps even 
more than a year, will elapse before the natural causes tending to 
reduce them get the better of those which tend towards a still 
further increase. 

The point may be expressed somewhat differently as follows :— 
During the war the world has devoted a great deal of energy to 
unproductive output, but it has minimised the effect of this upon 
commodities for immediate consumption by not merely ceasing 
to increase capital but by allowing it to be reduced. When the 
war is over this wastage will no longer be tolerated, and an in- 
crease of capital will be demanded. This creation of new capital 
and repair of old capital will not immediately yield an appreciable 
additional output of commodities. So long, therefore, as unpro- 
ductive expenditure is still considerable and while dislocation is 
having its effect the output of consumable commodities may be 
actually less than during the war. People will therefore go very 
short. This they will endeavour to resist; and as their power 
to keep up incomes is in general greater than their power to keep 
down prices, prices would naturally rise. 

Superimposed, however, on these conditions will be the result 
of any direct financial action taken by the Governments. For 
the most part such action will be national, but there is one pro- 
posal for world action which is put forward by Mr. Stilwell in the 
Great Plan. He proposes to issue world bonds to the total of all 
the war debts, and in effect to hand these over to the creditors 


1 I assume that rationing and price control, including the bread subsidy in 
Great Britain, will be continued for some time. If not, their removal will be 
a further cause of increase. 
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and to make them legal tender in all lands. Assuming it to be 
possible to put this gigantic project into operation the effect would 
be to flood the currency of the world with an addition of incon- 
vertible paper to the face value of upwards of £30,000 millions. 
This unprecedented inflation would cause prices to soar to ten 
or twenty times their present level; all existing contracts and 
wage agreements would become impossible, and it is not too much 
to say that the whole financial system of the world as we know 
it would break down. 

For the discussion of other schemes and proposals it is better 
to confine attention to a single country. In the times before the 
war all the great nations had a gold standard, and gold was free 
to be exported or imported by private persons. Consequently 
relative inflation of one country compared with another was 
speedily corrected by the flow of gold. Disregarding such tem- 
porary transferences, trade was based on an equilibrium of ex- 
ports and imports. Imports plus interest on debts owed plus 
new capital lent to foreigners equalled exports plus carrying trade 
plus interest on old capital lent to foreigners plus new debts 
incurred. 

During the war the gold standard has been abandoned by most 
of the belligerent countries, and though nominally retained by 
Great Britain, it is hedged about with such restrictions that gold 
is actually at a premium. Relative inflation, therefore, exists ; 
and the equilibrium between exports and imports is preserved by 
effecting public and private loans and by selling existing foreign 
securities. Thus in the case of Great Britain, which has obtained 
an increasing excess of imports-from over exports-to America 
during the war, the balance of trade has been made good (1) by 
sales to Americans of American securities previously owned by 
British men and women; (2) by the British Government borrow- 
ing from American individuals; (3) by the British Government 
borrowing from the American Government. Such sales and loans 
have not produced inflation in this country, though by their 
means it has been possible for us temporarily to pay for the war 
without either increased production or abstinence.! They con- 
stitute a real case of our people throwing the burden of war on 
to the backs of their posterity. On the other hand, the loans 
made to the Allies during the war have meant increasing our ex- 
ports as against our imports. The money spent by our Govern- 
ment in providing these exports has formed part of the total war 
cost, and has played its part in producing inflation. 


1 Mathematically they may be regarded as negative accumulation. 
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At the cessation of hostilities Great Britain will be confronted 
with a stream of imports far exceeding its exports. A great part 
of these imports are war material from U.S.A., the demand for 
which will stop with the peace, but the tonnage thus released 
will be immediately requisitioned for other purposes—food, other 
consumable commodities, raw material, and industrial capital 
generally. It will obviously be impossible for Great Britain in 
the earlier days of demobilisation to give an equivalent 
for them in exports, services (the ocean carrying trade), 
or gold. It is almost certain, therefore, that she will con- 
tinue to borrow from U.S.A. This borrowing will, in all proba- 
bility, be both through public and private channels, and will have 
three effects. First. it will equilibrate the exchange and prevent 
the drain of gold. Secondly, it will mitigate the inflation which 
the outburst of industrial activity in Great Britain would other- 
wise cause. Thirdly, it will pile up still further the adverse debt 
of Great Britain and make exports and imports more difficult to 
balance later on. Meanwhile the effect of the loans made to 
Allies during the war will be exactly the reverse. It is incon- 
ceivable that in the earlier stages of demobilisation full interest 
in the shape of goods or services will be paid to us from them, 
and it is not unlikely we shall have to continue to lend them 
“money” for some time. This will be a further drain on our 
resources for the time being, but, assuming the debt is good, will 
be to our benefit in years to come. 


The principal financial issue which will confront all Govern- 
ments at the close of hostilities will be that of the paper currency. 

Four courses are theoretically possible: (1) to retain per- 
manently the inconvertibility of paper; (2) to provide a basis for 
the paper other than gold ; (3) to restore the gold basis gradually ; 
(4) to restore it immediately. 

(1) The general arguments against an inconvertible paper cur- 
rency are well known. It destroys confidence, places the business 
world at the caprice of any Government which may be in power, 
and makes any personal provision for the future insecure. In the 
particular case of Great Britain it would deal a crushing blow at 
the great national reputation for sound finance and make it prac- 
tically certain that London would not become again the financial 
centre of the world. 

(2) Whatever merit there may be in basing the currency on 
a wider range of commodities than one precious metal (and of 
this more will be said below), it must be evident that the discus- 
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sion of any such course has not proceeded sufficiently far to-day 
to make either probable or desirable so startling an innovation in 
the transition period. 

(3) and (4). There is little doubt that it will be decided to 
revert to the gold standard in this country, and the only question 
will be how.rapid this return will be. The sooner it is effected the 
sooner will financial confidence be restored, foreign exchanges 
stabilised, and an opening provided for the reinstatement of 
London in its position of financial world pre-eminence.! But the 
full consequences of the reversion to a gold basis must be faced. 
It will mean, of course, (a) ceasing to issue unlimited Bradburys, 
(b) genuine convertibility, and (c) the free export of gold. But it 
will mean also that the relationship of the nation to its banks 
will have to be thought out afresh. It was seen in 1914 that 
the pyramid of credit which the banks had builé up, and out of 
which they had made their profit, was unstable in the hour of 
crisis unless the nation’s credit underpinned that of the banks 
themselves. Again, during the war inflation has brought  un- 
earned profits to the banks. Credit is a valuable asset. If, 
therefore, the banks are to remain in private ownership after the 
war, they must expect to have to pay something in the nature 
of an insurance premium to the nation for their right to the pro- 
tection of the national credit in hours of emergency. 

The return of Great Britain to the gold standard will bring 
about, for her, complete deflation relative to all other countries 
resting on a gold basis, but it will by no means suffice to undo 
the whole inflation brought about by the war, or secure a reversion 
to the general level of pre-war prices. While world capital and 
world commodities have been shrinking, instruments of credit 
have been expanding, so that even when resting on a gold basis 
the money measurement of wealth will be different from before. 

Second only to the problem of the currency will be the problem 
of the war debts. One seheme of dealing with these on world 
lines has already been discussed and dismissed. Other schemes 
for dealing with them on national lines are the following : 
(1) indemnification by Germany ; (2) speculative State enterprise ; 
(3) repudiation ; (4) capital levy ; (5) annual provision of interest 
and sinking fund. 

(1) It is not expected that Britain will claim a money indem- 
nity from Germany for herself. If she were to do so it could 


1 The report of the Committee on Currency and Foreign Exchanges, issued 
after this article was written, supports this view, and says that it was the 
unanimous opinion of the Committee and all the witnesses. 
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only effectively be paid by imports of goods from Germany. These 
would probably have an injurious effect on British industry while 
they lasted and would leave Germany in a strong industrial posi- 
tion when the indemnity was finally paid off. Such an indemnity, 
if imposed, would tend towards deflation and lowered prices in 
this country. 

(2) Mr. Wilson-Fox and others urge that the State should 
engage in large speculative enterprises in British dependencies 
and elsewhere at the close of the war for the purpose of meeting 
the interest on the debt. Such enterprises would involve the 
flotation of great State loans in order to raise the necessary 
capital, and these loans would be the cause of inflation. Further, 
the monopolistic conditions attached to the scheme would tend to 
raise prices. 

(3) It is unnecessary to discuss the effect of repudiation on 
prices, because it could only be adopted as a revolutionary measure 
which would smash up the whole financial system as it exists 
to-day. 

(4) The war debt may be wiped out in whole or in part by a 
levy on capital, which would be paid, not in money, but by trans- 
ference of the title deeds of wealth. Such a levy would be paid 
by all citizens of the country possessed of more than a certain 
minimum, and would be graduated according to the amount of 
their estate. If this project be carried out, what effect will it have 
on inflation? It must be remembered that it is not the whole 
war debt which has caused inflation during the war, but that 
part of it which has been lent to the State not out of direct 
abstinence but out of bank credit. In the same way the levy will 
cause deflation not through the mere extinction of debt but 
through the extinction of that part of it which is being used for 
purposes of credit. But the levy will have a further effect in 
lowering prices which is psychological in its origin. So long as the 
war debt remains floating jointly on the country as a whole, its 
citizens will reckon their private wealth as it stands without de- 
duction. When by the operation of a capital levy the debt has 
been shared out between them severally a soberer estimate will 
be formed and a stricter economy more in accordance with the 
true facts will be practised. In this way a reduction of consump- 
tion will bring about a fall in prices a part of which will be 
correctly described as deflation. 

(5) If none of the above methods be adopted, or if any of them 
be adopted but a portion of the debt be still left in existence, there 
will remain the normal procedure of meeting the interest year 
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by year and providing a sinking fund out of current taxation. The 
only part of this which will affect price level will be the extinction 
of internal debt owing to the operation of the sinking fund. But 
as this is not likely to exceed an annual 1 per cent. its effect in 
the first few years of peace will scarcely be noticeable. 

When extraordinary expenditure and extraordinary receipts 
have come to an end, when labour and capital have been demo- 
bilised out of the munitions works and out of the army and 
navy, when all temporary restrictions have been removed, when 
foreign loans arising out of the war, both in and out, have ceased 
to be created, then at last something like a steady equilibrium 
will be reached, involving the balance of exports and imports 
qualified in the usual way. This equilibrium for Great Britain 
will differ in important particulars from the equilibrium before 
the war. She will no longer be a creditor of the United States 
but a debtor to her. She will no longer have an almost exclusive 
share in the carrying trade of the world, but will have to recognise 
in the United States a formidable competitor. As a set-off 
against these factors the loans made to Italy and the other Allies 
and Dominions must be taken into account, but some of these 
countries are not likely to be able to pay interest on their indebted- 
ness for many years to come. 

In reckoning the effect of this new position on the external 
trade of Great Britain it must be remembered that immediately 
before the war she was advancing capital annually to colonies and 
foreign nations to the extent of some two hundred millions ster- 
ling. As, therefore, the interest on her lost foreign wealth and 
any loss that there may be in the falling off of her carrying trade, 
taken together, are not likely to amount to nearly so great a sum, 
she will still be able with the same exports and imports as before 
to increase her foreign wealth, but at a slower rate. No doubt 
she will endeavour to do much more than this by augmenting her 
exports. 

As to the internal problem of the magnitude of the whole 
productive output, it is popularly anticipated that owing to the 
lessons learnt during the war—standardisation, the removal of 
harassing labour restrictions, the discovery of fresh processes, 
the introduction of women’s labour—an immense increase in out- 
put will be available, causing a fall in prices. Undoubtedly all 
these factors will have an important bearing; but there are 
some to be set on the other side—the loss of capital during the 
war, the loss and mutilation of men in the prime of life, the 
demand for greater leisure, and, unless labour be granted a much 
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larger share in the distribution, serious conflicts between labour 
and capital. It would therefore be very rash to prophesy how far 
the popular anticipation is likely to be realised. 

Inflation has undoubtedly brought many evils in its train, not 
the least of which has been the uncertainty of prices from day to 
day. It by no means follows that deflation will be a pleasant 
process. On the contrary, it will introduce a fresh uncertainty 
and gravely embarrass the entrepreneur. His bankers will make 
difficulties about accommodating him with money. He will start 
out with a process of manufacture to find at the end that the 
fall in prices has cancelled his anticipated profit and substituted a 
loss. He will have to “write down” his plant and stock when 
he makes up his annual accounts. He will endeavour to reduce 
wages and will have in consequence conflicts with labour. Defla- 
tion will ruin some entrepreneurs, will throw workpeople out of 
employment, and will depress trade generally. Nevertheless, 
these ugly consequences will have to be faced, for a world of per- 
manently inconvertible paper would be a still graver menace to 
industrial stability. 

The question arises, however, whether the Government should 
by financial means aim at speedy or gradual deflation. It has 
already been noticed that the period immediately following the 
war will naturally be a period of further inflation, and it is highly 
desirable that the Government should take this opportunity to 
introduce deflating action which will cancel the increase in prices 
which would otherwise take effect. Beyond this there seems to 
me a great deal to be said for getting as early as possible to a 
stable condition in which uncertainty no longer prevails and there- 
fore for hastening deflation; but this will tend to increase the 
effective weight of the war debt if it has not been expunged by a 
levy on capital. 

All such investigations point to the grave evils which are 
brought about by changes in general price level. These evils are 
inherent in any system of paper currency which has no stable 
basis, and are not wholly eradicated when the currency rests on 
the value of a single precious metal. Apart from the financial 
devices of a war there is always a risk that the discovery of a 
fresh source of gold, or new methods of production, or even 
widely extended forms of credit, will throw the whole basis of 
price into the melting pot. Against this uncertainty bimetallism 
affords no substantial relief. The only real safeguard is to base the 
currency not upon one or two commodities but upon all. This 
proposal sounds at first utterly impracticable, but in reality it is 
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quite feasible, as those who have studied Professor Irving Fisher’s 
memoranda upon a compensated dollar will be constrained to 
admit. It may be a long time before such a proposal becomes 
practical politics, but the terrible financial difficulties which will 
follow the war cannot fail to start a train of discussion in which 
this project will be brought for the first time to the attention of 
the general public. 


SUMMARY OF MAIN CONCLUSIONS. 


The natural tendency of post-war events will be such as to 
cause in the transition period a further inflation and rise of prices. 
If this result is to be prevented, still more, if a fall in prices is 
to be brought about, Governments will have to take certain finan- 
cial actions, foremost among which is the return to the gold 
standard. In this country in particular it is most urgent that 
this step should be taken with the least possible delay. Prices will 
also be affected by the method adopted of handling the war debts. 
Most of the schemes propounded would result in increased in- 
flation, but a levy on capital would undoubtedly operate in the 
direction of deflation. 

Several years will probably elapse before foreign trade reaches 
equilibrium, and in the beginning of this period for many months 
at least this country is likely to continue to borrow from America, 
and other countries will continue to borrow from us; these borrow- 
ings will increase the difficulties of the future and should be ter- 
minated as soon as possible. 

Deflation will be a disagreeable process bringing in its train 
failure and unemployment; but it is a less evil than the con- 
tinuance of an inconvertible paper currency. All fluctuations in 
general price level are injurious to business and they will never 
be completely eliminated until the currency is based on all com- 
modities. This, though at present outside practical politics, is 
quite feasible, and is ultimately the only satisfactory solution. 

F. W. Peruick LAWRENCE 




















GOLD AFTER THE WAR IN RELATION TO INFLATION 
AND THE FOREIGN EXCHANGES. 


IN an article on “Currency and Gold now and After the War,” 
in the March number of the Economic JouRNAL (1918), Mr. O. T. 
Falk remarks that “Dr. Cassel’s theory that the movements of the 
exchanges are simply determined in the main by the quotient 
between the inflation of the different countries” appears to be 
quite untenable under recent war conditions. 

If by inflation nothing else is meant than the rise in general 
prices compared with their level before the war, this proposition 
is no doubt untenable, and this has in fact been recognised in 
later articles by Professor Cassel himself.' Supposing, for in- 
stance, that a country were to place prohibitive duties on all 
imported goods, whereas some of its exported commodities could 
not be dispensed with in other countries, there is apparently no 
limit to the rise in prices of that country, although the rate of its 
exchanges with other countries might have remained at par during 
the whole time. While this could, perhaps, not be called infla- 
tion, properly speaking, at any rate the above result would be 
inevitable in such circumstances. Gold would merely pour in, 
and this influx could only be checked by an extension of the note 
issue within the country. The same result would follow if its 
import of goods were prohibited by measures taken on the part 
of other countries. This at present is precisely the case with 
Sweden. Our exports have been free, or nearly so; our imports, 
on the other hand, extremely reduced, and in many cases quite 
annihilated, as a result of the well-known political difficulties which 
happily are now coming to an end. The result, even 
supposing that the gold standard had been maintained by all 
countries, Sweden included, would have been a rise of prices in 
Sweden far above the level of prices in all other countries; as a 
matter of fact, Swedish prices have risen during the last year 
and a half much more than English prices, and they cer- 
tainly would stand still higher had not the value of the Swedish 
krona been raised by the restrictive credit policy of our central 


1 See Professor Cassel’s article below, p. 413. 
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bank and its refusal to accept gold in unlimited quantities, some- 
what over that of the monetary units of most other countries. 

This is the real meaning of the Swedish barring of gold, the 
only fault of which in my view is that it has not been carried 
through with the necessary strength and consistency. The present 
state of our price level may be regarded as the combined effect 
of three forces, of which two are working strongly in the direction 
of raising, and the third very slightly in that of depressing, prices. 

(1) The general inflation of world prices ; 

(2) The cutting off of our imports during the latter part of 
the war, while our chief export articles have had a free sale ; 

(3) As the only counterpoise against those mighty influences, 
the gold and credit policy of the Bank of Sweden referred to 
above. 

Mr. Falk believes that it would be an easy thing for England 
to bring back the exchanges to parity with neutral countries, and 
I suppose he does not except our country. Perhaps he is right 
in that, for the present. But if the gold policy of Sweden were 
carried to its last consequences, as in my opinion it ought to be, 
so that our central bank were to buy and sell gold at a price in 
notes decidedly lower than the legal mint price, I cannot see how 
it would be possible for any country to keep its exchanges at par 
with ours—except only by using precisely the same policy. 

And here I come to Mr. Falk’s remarks on the réle of gold 
after the war, partly in controversy with an article of mine in 
this JOURNAL. “Is it not in the power of the Allies,” he asks, 
“to maintain the rise of gold by a convention, if they wish to do 
so, and by maintaining the use of it to secure a powerful protec- 
tion against its further depreciation?” If by the word “use” 
he means a proper or adequate use, I fully agree. If the Allied 
Powers were to co-operate for that purpose they might easily 
bring up the value of gold to any height. The simplest and, from 
a broader point of view, by far the cheapest way, would be to 
buy up all or most of the gold mines and stop their production ; 
then gold would be sure to rise by and by. Or, they might by 
other contrivances, equally sure but not so cheap, increase the 
demand for gold among themselves so as fully or more than fully 
to keep pace with the supply. But if by artificial means you 
steady the value of gold in order to regulate your own currency in 
correspondence with it, you might as well regulate the value of 
your currency directly and not by the roundabout way of gold. 

The principle, however—or, rather, the fiction—which lies at 
the base of the metallic theory is that gold will maintain 
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its value by itself, if only it is in general use as a standard of 
value. And this proposition I deny. That it is a pure fiction is 
shown to superfluity by the monetary history of the last forty- 
five years: the increase in the value of gold during the period 
1873-96, its progressive fall in value during the next eighteen 
years, and its unparalleled collapse during the war. 

Of course, it may récover once more, but that is not the point : 
falling prices are just as bad as rising prices; it is steadiness of 
prices and consequently of the standard of value that we want ; 
a standard which is apt to vary in a short time by some 100 per 
cent. is worse than no standard at all; we could as well get on 
with a foot-rule of india-rubber. At any rate, the belief 
in the natural or intrinsic steadiness of the value of gold should 
by this time have disappeared for ever. The more so, if Mr. 
Falk is right, as I think he is, in his prophecy that the countries 
which before the war had a circulation of gold coins among the 
public will content themselves after the war with maintaining a 
paper currency, leaving their stocks of gold with the banks. If 
so, there is hardly any real factor left for determining the value 
of gold. Dr. Karl Helfferich (the present politician), no doubt 
one of the ablest German writers on questions of money, made 
some years ago (long before the war) the remark that the diffi- 
culties sometimes felt by the central banks in keeping a proper 
amount of gold were caused almost entirely by the internal 
market and the fluctuations of its cravings for gold in the circula- 
tion, and far less by the need of international gold payments. In- 
deed, those payments are every day, at any rate in peace time, 
getting less important, and the actual movement of gold from 
country to country is in the main reduced to the necessary dis- 
tribution of the metal from the gold-producing countries over the 
world. If, then, the possibility of the internal drain, for which 
the banks hitherto had always to be prepared, is to cease alto- 
gether, the size of the gold stocks kept by the different banks 
relatively to the volume of trade and payments might fall to 
almost any extent without causing any real difficulty to the banks. 
Only when, in consequence of the rising prices of commodities, 
the diminished production of gold had become insufficient to 
answer even the industrial demand for gold, and the stores of 
the banks therefore became constantly diminishing, a reaction 
against the too liberal credit policy of the banks would perhaps 
set in, but this would be a very long vista indeed. 

“International trade without a material standard of value is 
surely an impossibility,” says Mr. Falk at a time when for about 
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four years almost the whole world has been living—and before 
that date about half the world was living—without any material 
standard of value at all. ‘‘ We know,” he goes on, “what chaos 
results even within a single State under a régime of inconvertible 
paper, and the world is not yet a single State with one supreme 
authority in currency matters.” Can, then, the monetary system 
of Austria before the war, or that of India, be properly described 
as a chaos? But neither the former, nor, for several years, the 
latter of these countries had a material standard of value. More- 
over, there is no need for a “supreme authority in currency 
matters,” or for a central bank of the world, or anything like it. 
Each country might keep its own money just as now, regulating 
it in the usual way so as to keep its rates of exchanges at par 
with the leading commercial countries of the world. But as a 
change in a certain direction in the rate of exchange between 
countries A and B can be effected as well by A’s raising iis rate 
of discount as by B’s lowering its rate, there exists obviously, as 
it were, a second degree of freedom: over and above the inter- 
national regulating of the exchanges by discount rates moving in 
opposite directions there might come about by common agreement 
a general rise or lowering of rates in the same direction when 
needed in order to lower or raise the world’s general level of 
prices, properly measured by some improved index method. 

I hope for a monetary congress, which will be able to solve 
this question, which from a theoretical point of view meets with no 
difficulty whatever. If not, then every land had better regulate 
its own level of prices, even though it thereby sacrifices the parity 
of its exchanges with the rest of the world, which, commodious 
and desirable as it no doubt is, after all must be regarded as a 
matter of only secondary interest compared with the former. 


Knot WICKSELL 























ABNORMAL DEVIATIONS IN INTERNATIONA 
EXCHANGES. 


AccoRDING to the theory of international exchanges which I 
have tried to develop during the course of the war, the rate of 
exchange between two countries is primarily determined by the 
quotient between the internal purchasing power against goods of 
the money of each country. The general inflation which has taken 
place during the war has lowered this purchasing power in all 
countries, though in a very different degree, and the rates of 
exchanges should accordingly be expected to deviate from their 
old parity in proportion to the inflation of each country. 

At every moment the real parity between two countries is 
represented by this quotient between the purchasing power of the 
money in the one country and the other. I propose to call this 
parity “the purchasing power parity.’ As long as anything like 
free movement of merchandise and a somewhat comprehensive 
trade between the two countries takes place, the actual rate of 
exchange cannot deviate very much from this purchasing power 
parity. Even restrictions of trade will not cause the rate of 
exchange to move from this purchasing power parity as long as 
they strike the trade in both directions equally. However, as I 
have tried to show in my book, “Dyrtid och sedeléverfiéd ”’ 
(Stockholm, 1917), if the trade between the two countries is ham- 
pered more severely in one direction than in the other the rate of 
exchange will deviate from its purchasing power parity. If the 
imports of a country are more severely restricted than its exports 
the consequence will be that foreign money will sink in value, as 
claims on such money will be comparatively easy to procure, but 
difficult to make use of. A country whose imports are impeded 
from all sides, but whose exports are relatively free might in this 
way see its money go up in value in foreign places considerably 
above the rates which would correspond to the internal value of 
this money as it is expressed by its purchasing power within the 
country. 

This I think is, under the present circumstances, the case with 
respect. to several neutral countries, and especially with Sweden. 
In February, 1916, the Swedish Mint was closed to the minting 
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of gold and at the same time the Riksbank was released from its 
duty to buy gold at the mint par.!’ From that time the Swedish 
currency was freed from its connection with the metal gold, and its 
value in comparison with foreign money could be expected to be 
governed only by its relative purchasing power. 

This seems indeed to have been the case during the first year 
subsequent to the above date. But during the course of 1917 it 
became clear that the internal value of Swedish currency no longer 
corresponded to the high value of the Swedish exchange in foreign 
countries. And in 1918 the deterioration of Swedish money has 
advanced so far that its purchasing power is now, probably, even 
more reduced than that of sterling. Nevertheless the sterling rate 
of exchange was lately quoted at about 14 crowns as against 18.16 
as the old mint parity. So far as can be judged the purchasing 
power parity must at present lie considerably above even this old 
mint parity. At the same time the general level of prices in Eng- 
land stands, according to the Hconomist’s index, at about 250 in 
comparison with 100 before the war. And even if this index 
does not, for reasons which are well known, represent the full 
real rise of prices, the error is hardly so great that the English 
inflation could be estimated at anything like as much as 330, which 
is the approximate figure for the Swedish inflation in the autumn 
of 1918. 

That in spite of this Swedish currency is valued in England 
very much above its old mint parity is, from a scientific point of 
view, a very interesting fact, the true interpretation of which is 
also, under the present circumstances, of the highest practical 
importance. The explanation must, according to what has been 
said above, be the exceedingly severe hindrances which are put 
in the way of Sweden’s imports and which surpass, considerably, 
those in the way of her exports. The result of these artificial 
conditions of Sweden’s international trade has been an unprece- 
dented accumulation of assets in foreign countries together with 
a great import of Swedish securities from abroad. This involves 
an export of capital on a scale which, indeed, far surpasses the 
economic power of Sweden. The foreign and internal claims on 
the capital of the country have together exceeded her accumulat- 
ing capacity, with the consequence that fresh credits in Swedish 
crowns could only be obtained by measures involving creation of 
new money and further inflation of the monetary standard of the 
country. 


1 Cf. my article, ‘The Depreciation of Gold” [Economic JouRNAL, 
September, 1917]. 
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When foreign countries complain of the high price which they 
must pay for the Swedish crown they in reality complain over a 
state of things which is not Sweden’s fault but is the inevitable 
result of the hindrances which these countries themselves lay on 
imports to Sweden. If the same foreign countries would only 
send Sweden more goods they would have it in their power to 
bring down the international value of the Swedish crown as much 
as they liked, right down to its purchasing power parity, which 
would mean a sterling exchange of at least 18.16 crowns to the 
pound, perhaps even more. And when they, in order to escape 
from the present high costs of procurisig means of payment on 
Sweden, claim fresh credits in Swedish money, they choose a 
way which is more injurious for the Swedish monetary standard 
and therefore for the whole economic life of the country, and 
which, moreover, is not at all so advantageous to the interests of 
the credit-claimers as it seems to be. Furthermore, the policy 
of this excessive credit-claiming must clearly prove a failure in 
so far as the object is to improve the rate of exchange and 
thereby to get Swedish goods at a lower price. The rate can no 
doubt be improved in this way, but only at the cost of a further 
inflation of Swedish money and, consequently, of a corresponding 
rise of the general level of prices of Swedish goods. 

If the goods which are demanded from Sweden were paid in 
the normal way by goods, there would be no need of Swedish 
credits. It is an economic paradox that the whole world should 
ask credits from a country which, owing to her being cut off 
from imports in payment for her exports, stands in reality at the 


margin of starvation. 
G. CASSEL 











REVIEWS 


The State and Industry During the War and After. Papers by 
H. SANDERSON FuRNISS, JOHN HILTON, and J. J. MALLON. 
(Ruskin College, Oxford : Reorganisation of Industry Series : 
IV. 1918. Pp. 84. Price 1s. post free.) 


THIS report of a Ruskin College conference of working-class 
associations, held at Manchester on May 10th and 11th, like its 
predecessors, will give the future historian some little help towards 
discovering what the more thoughtful members of the working 
class were thinking in 1918, though the discussions on the papers 
seem to have been scarcely so vigorous as at some of the earlier 
conferences. 

We may note the strange persistence of the idea that private 
enterprise is to be blamed for being discovered unequal to the 
task of carrying on the war. Before the war did anyone ever 
suppose that it was the business of private enterprise to carry 
on war? The business of private enterprise was to provide 
people with the things they were prepared to pay for under a 
régime of peace and order maintained by the various civilised 
States. Suddenly, in August, 1914, several of these States de- 
serted their réle of preserving peace and order and began instead 
to kill each other’s subjects, to steal each other’s subjects’ property 
so far as they could, and to dectroy what they could not carry 
away. And then, when private enterprise found itself somewhat 
incommoded by these proceedings, it is said to have “ broken 
down” and the various States are said to have “come to the 
rescue” with their moratoriums and their floods of paper money 
with which they doubled prices while pretending to protect their 
subjects from the greedy profiteer. Verily, a precious kind of 
rescue ! 

Mr. Furniss on “ The State and the Citizen” is not impec- 
cable on this matter, but Mr. J. J. Mallon on “ The State and 
the Consumer” is a much more determined advocate of the theory 
that the State has shown great industrial capacity. To illustrate 
“ the creative work ” of the Ministry of Food he says :— 

“In 1913 the consumption of butter in the United Kingdom 
was 16} lb. per head per annum, and of margarine 43 |b. per 
head ; that is, the consumption of butter was nearly four times 
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that of margarine. To-day the weekly output of home-produced 
margarine is three times what it was in 1913, while imported 
margarine in January stood nearly at the 1913 level. The import 
vital a few months ago is no longer essential. In a few weeks the 
United Kingdom will have become self-supporting in margarine 
production.” 

Mr. Mallon may live to contribute to the epitaph of the semi- 
feudal State which tried to become industrial in its old age, and 
his contribution will be: “ Its subjects had butter, and it gave 
them margarine instead.” Mr. John Hilton on “The State 
and the Producer” is a good corrective to Mr. Mallon. In its 
control of shipping, he remarks with pungent humour (p. 56), 
“the Government appeased the very natural indignation of the 
public at the expense of the public’s stomach.” He reminds his 
hearers that while the hurry of the period has certainly been 
inimical to suecess, the State has been enormously assisted by the 
patriotic fervour engendered by the war, and by the fact that it 
took over going concerns—“ there is a momentum about a going 
concern which will carry it a long way, even though the initial 
energy be cut off, as has often been seen when the able founder 
of a business has died and left his fool son to carry on.” He 
might have added that the reckless borrowing and emission of 
paper money carried out by all the belligerents gives both the 
lenders of the money and the receivers of the bonuses and subsidies 
paid out of it a delusive feeling of prosperity, but cannot continue 
indefinitely. The State has certainly done greater things than 
anyone expected : no one before the war ever thought the British 
Government would borrow annually a sum equal to the whole 
pre-war yield of the income-tax in order to pay a part of the cost 
of the people’s bread. Glorious achievement! “ Men,” says Mr. 


- Mallon, “ no longer gamble or speculate in wheat, or, in the old 


sense, no longer make profit out of it.” How to reconcile his 
belief in the Government’s success in buying and in preventing 
inordinate profits everywhere with the fact that about two thou- 
sand millions can be subscribed to war loans in a year, he does 
not explain. The only tolerably acceptable explanation yet sug- 
gested is that the Government departments shovel out money so 
liberally that some people are receiving amounts enormously 
greater than they received before the war. Mr. Mallon’s economi- 
cal State pays them too much, borrows back much of what it has 
paid them, . . . and each year saddles the taxpayers with another 
hundred millions a year of interest in perpetuity. 
EDWIN CANNAN 
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The Human Needs of Labour. By B. SEEBOHM ROWNTREE. 
(London : Nelson and Sons. Pp. 168.) 


Mr. RowntreE has in this book estimated the lowest weekly 
wage on which a man can adequately provide for himself and his 
wife and his children (up to the age of fourteen) under modern 
urban conditions. The weekly budget for a family is considerably 
more liberal than that used in the author’s former work Poverty 
in regard to clothing and personal expenses, and slightly more 
liberal in food. The question considered is, in fact, not what is 
the least sum on which life can be supported without impairing 
efficiency when all possible economies are practised, but rather 
what is the sum on which the conventional standard of the un- 
skilled workman can be reached when there is no careless waste 
and no extravagant expenditure. The calculation does not there- 
fore rest on a purely scientific basis, and is consequently not open 
to critical abstract analysis; we have rather to consider whether 
the standard adopted is reasonable in relation to the needs of 
the workman, having regard to his habits and environment. 

From this point of view little exception can be taken to the 
calculation. The estimate for food is almost exactly the same as 
the amount actually expended by the average unskilled work- 
man’s family in the Board of Trade’s 1904 budgets (allowance 
being made for price changes to 1914); the sum as expended 
yielded definitely fewer “calories” than the physiologists, whom 
the author follows, consider necessary for efficiency, though food 
experts could make it yield (on paper) considerably more. Fuel 
is taken nearly at the quantity allowed this winter by the Coal 
Controller. Rent is to be taken as that actually prevalent for a 


house with four rooms and a scullery in the workman’s district. : 


Household sundries, which must include repairs and renewals, 
are reckoned moderately. The only sums open to criticism are 
the 5s. weekly allowed for insurance, trade union, and other 
subscriptions, tram fares, and _ pocket-money, and _ 5s. 
weekly for clothing, in each case for the family of five persons ; 
for much smaller sums have hitherto been made to suffice by 
families whose means are very narrow. Though there is no 
doubt that this 10s. weekly could be usefully spent, it is doubtful 
how far conventional standards of clothing and pocket-money 
should be taken into account in fixing a legal minimum. 

The estimate on this basis for a family consisting of a man, 
wife, and three children under 14 years is 35s. 3d. (including 6s. 
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for rent) at the prices of 1914, which is some 10s. higher than 
the pre-war rates for unskilled labour and equal to the wage of 
the lower ranks of skilled labour at that date. The question at 
once arises as to how a man with 25s. paid his way, and the 
answers are as follows. First, personal expenses were much 
lower than 5s. ; where there are three children and no additional 
source of income, 3s.°or more must be taken off this sum. 
Secondly, clothing was obtained, partly second-hand at extra- 
ordinarily cheap rates, partly from gifts of relatives and others, 
partly from extra earnings, partly at the expense of food, and the 
standard was lower than that represented by 5s. weekly. Thirdly, 
less than 6s. was paid for rent, and the houses were crowded 
and unsatisfactory. Fourthly, the children’s and probably the 
wife’s food cost a smaller proportion of the man’s than is here 
reckoned ; there is a possible flaw in the usual calculation by 
which it is reckoned that the cost of feeding a child eight years 
old is one-half that of feeding a man because he needs half the 
nourishment, for the child’s nourishment is obtained from bread 
and margarine, which are much cheaper forms of food than meat 
and bacon; also children can obtain free meals at school. But 
when all allowance is made, the explanation is in effect the 
simpler one that large numbers of the children were underfed. 
Fifthly, in Mr. Rowntree’s calculation the costs of satisfying the 
needs of the different members of the family are simply added to 
get the total, whereas in a family group there is elasticity and 
give-and-take, resulting in a certain saving. Though the stan- 
dard reached by the unskilled working class was unsatisfactory 
from every point of view, and there would be every reason for 
welcoming an improvement, it must be remembered that the 
standard in England immediately before the war was considerably 
higher than in the generations preceding that time, and higher 
than that generally reached in the towns of Europe, 

The questions, whether the establishment of a legal minimum 
wage is possible or desirable or would be effective, are only very 
lightly discussed in the book, but the whole analysis is directed 
to ascertain the level at which it should be fixed, assuming the 
principle to be granted. From a very interesting and successful 
statistical examination of the numbers of children of different 
ages in the families of York, the author reaches the conclusion 
that in 33 per cent. of the families! there are more than three 
children to be provided for at one stage of the family history, 


1 These being the more prolific families, the relative number of children are 
much greater, viz., 62 per cent. and 80 per cent. 
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and in nearly 50 per cent. more than two children ; and he argues 
that a wage will leave a very great number of children unprovided 
for unless it is based on the requirements of three children, as 
in the estimates described above. Other investigations have also 
shown that a very large proportion of children belong to families 
which for a shorter or longer period have been below the stan- 
dards adopted as the poverty line. 

The author does not discuss at what age the minimum wage 
should become conipulsory, but it is evident that the idea is that 
it should commence at about the age at which a man usually 
obtaing a full standard wage. The fixing of a higher age would 
lead to some discrimination of employment in favour of the 
younger. The minimum would, of course, continue throughout 
working life. Thus to meet the five years or so of stress that 
comes to men who have three children, it is argued that a wage 
should be fixed that on the standard adopted would leave a margin 
over “human needs” for all men before marriage, for all in the 
first few years of marriage, for all who bring up less than three 
children, and for nearly all men over about 40 years, by which 
age there are seldom three children still at school; while in the 
end the wage would leave unprovided for a very considerable pro- 
portion of the children in larger families. It is, of course, realised 
that there would be an excess for the young and the elderly mar- 
ried couples, and it is argued that in the earlier period the money 
would be useful for establishing the home, and in the later for 
providing for old age; this may readily be granted, but it would 
apply equally if the wage were fixed at double the amount. It 
may be added, however, that the surplus can be (and no doubt 
is, to some extent) applied to help relatives who are passing 
through years of stress. 

The fact that really comes out of the analysis is that a mar- 
ried man with children needs 35s. (at pre-war prices) to be fairly 
comfortably off between the ages of 30 and 40. This is the best 
working period of a man’s life, and most men are prepared to 
make extra exertions, and to take their work responsibly and 
seriously, when they have to provide for a growing family. There 
is something wrong in a wage system that allows no promotion 
and no higher rate of pay to a man when he comes to maturity, 
and something wrong with a man who is content to remain at 
the level he reached when he was 23 years old. Among the new 
ways that are being explored for increasing wages, that of de- 
veloping the individual’s latent faculties and providing avenues 
of betterment should be very seriously explored. Meanwhile the 
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very pressing problem of how to save children in large families 
from insufficiency of nourishment should not wait till industry 
is reformed. 

A minimum standard is also calculated for a woman without 
dependents, living with her parents or lodging with another 
family, and this is put at 20s. a week at pre-war prices. This 
standard is much higher than that allowed previously in the family 
budget, for there an adult woman’s needs are taken as met by 
3s. 6d. for food and about 2s. 9d. for share of the house and fuel, 
while in the second case 12s. is allowed for board and lodging and 
laundry; and while the whole family has 10s. for clothing, in- 
surance, and pocket-money, the single woman is allowed 8s. An 
independent economic life is thus relatively expensive. 


A. L. BowLey 


The Business of Finance, by HARTLEY WITHERS. (John Murray, 
1918. Pp. 234. 6s. net.) 


In this book Mr. Hartley Withers, quite naturally, reproduces, 
but in a new form, much of what he has already written in earlier 
works, and it is none the worse for that, for many of the points 
upon which he insists—or “platitudes,” as he sometimes modestly 
calls them—are of a kind which at the present time can hardly 
be urged too often. For instance :— 


All who are interested in the sanity and sense with which 
finance is conducted will have to do their best to impress on 
those whose economic education is deficient that you do not 
make people really any better off by plastering the world 
with paper promises to pay, but that what does mankind 
real good is stimulating the production of good things to 
put into its stomach, stout clothes for it to wear, good houses 
for it to live in, and sound education to make it see straight 
in matters of finance and in doing its duty to its neigh- 
bour. (P. 73.) 

The activities of finance are defined as 


the manufacture and provision of currency and credit, the 
handling and distribution of the capital that is saved by the 
community and put into the equipment of industry, and 
the collection and spending of the revenue of the nations, and 
the raising of debts for any purposes that they choose to pay 
for by this means. (P. 12.) 
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The various chapters deal with these topics. The book is 
written in the author’s usual attractive style, and he dispenses 
with much of the tedious detail which both teachers and students 
have learned to associate with textbooks on money. There is 
no tiresome list of the various commodities which were used as 
money prior to the introduction of gold, and an enumeration of 
the requisites of money, all ending in -ility, will not be found in 
Mr. Hartley Withers’ pages. Instead of these we have refresh- 
ing remarks like the following on the adoption of gold as the 
medium of exchange :— 

Perhaps it was just as well that man should have insisted 
on prettiness as the most essential point in the article that 
he was prepared to take in the certainty of being able to 
pass it on when he wanted other goods or services. The 
amount of labour that he has sunk throughout the ages in 
digging for the precious metals may some day astonish his 
more rational descendants, but it would have been even 
worse if some really useful article had been devoted to the 
purposes of a medium of exchange. (P. 26.) 


The book covers a great deal of ground and the treatment of 
some of the subjects discussed is, perhaps necessarily, rather thin. 
The concluding chapter particularly, or that part of it which is 
devoted to an explanation of some of the principles of taxation, 
is decidedly inadequate. However, most that is essential in the 
theory of money and credit is to be found in the volume, if it 
is not always fully discussed. The quantity theory is clearly 
stated, and it is shown that “it can only . . . be upset if it is 
complicated by irrelevant issues” (p. 47). There is a good dis- 
cussion of the relative advantages and disadvantages of rising 
and falling prices, a very lucid explanation of the Bill of Exchange 
and the Foreign Exchanges, some excellent remarks on the 
duties of investors, with suggestions as to the possibility of some 
guidance being given to them by the leaders of finance, a good 
discussion of the difficulties and dangers of investment abroad, 
and so on. 

We should, however, have liked to see some of the monetary 
and financial problems which are mentioned more fully treated, 
suchas, for instance, the desirability of restoring the sovereign 
to circulation after the war, and the possibility of demonetising 
gold. The statement that under collective ownership the wages 
of capital will still have to be paid is open to criticism, that is, 
if interest is meant by the phrase “ wages of capital” (p. 103), but 
we are not quite clear as to the meaning of this passage. 
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We have noticed three small slips. “Its” should be “their” 
on p. 63; “capital” should be “money” on p. 92; and can a 
“blemish ” be used as a “‘brickbat,” even by the critical? (p. 147). 
But these are all minor criticisms, and the book should be most 
useful as a textbook, and especially as a supplement to The 
Meaning of Money. The introductory chapter strikes a note of 
high idealism which is- rare in works on finance, and it is to be 
hoped that financiers will take to heart the following :— 


Bankers, financiers, stockbrokers, bill discounters, have 
to remember that earning a profit for themselves or for stock- 
holders is not the beginning and end of their business, but 
that they are in charge of a big wheel in the great machinery 
of production and distribution of wealth, and so helping the 
progress of mankind to a better state of mind and _ body. 
(P. 5.) 

H. SANDERSON FURNISS 


The Social Basis of Co-operation. By Pror. M. Twaan- 
BaRANovsky. Published by the University of Shaniavsky. 


UNpDER the above title a book was published in Moscow about 
the end of 1915 or the beginning of 1916, by Professor M. Tugan- 
Baranovsky, who is well known in Russia as an economist. 
According to the author’s preface the book has a double purpose 
to serve : as a manual for university and other students who are 
interested in the subject of the co-operative movement, and at 
the same time to build up “ a general theory” of this movement. 
The necessity for such a new book, especially as regards the 
‘ general theory,” is explained by the author by the fact that 
“in spite of the extraordinary number of books, pamphlets, and 
articles written on co-operation, there is rather little written from 
the scientific point of view.” 

“Tn particular,” says he, “ neither in the Russian language, 
nor in any other, is there a book which aims at giving a general 
theory of the co-operative movement in all its aspects and which 
might serve as a general course for students of co-operation.” 

And I must acknowledge that what Professor T. Baranovsky 
has promised in his preface has been well fulfilled. He has given 
us a big volume of about 520 pages, fully stocked with facts, figures, 
and comments which make instructive and interesting reading 
for students as well as for “ theorists.” 

If among his facts and arguments there is nothing new, 
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nothing which has not been said or was not known before by 
students and workers of the co-operative movement, the merits 
of the book are nevertheless great, as it comprises almost all the 
aspects of co-operative trade, and production, and the whole is 
penetrated throughout with one idea which is partly reflected in 
the title of the book. This idea may be formulated as follows : 
The character and the development of the co-operative movement 
depend on the economic status of the persons who join it. Pro- 
fessor Tugan-Baranovsky, using the old terminology inherited from 
Proudhon, Granier de Cassagnac, and chiefly from Marx, employs 
the word “ class” for the designation of the economic status, and 
thus the co-operative movement becomes, accordingly, a class 
movement. Hence the prosperity and success of a co-operative 
society, as well as the forms of its activities, depend, it would 
seem, on the class to which its membership belongs, not on the 
devotion of the members to the principles of co-operation, on the 
idealistic yearnings and aspirations of their leaders, nor even 
so much on the skill, practical knowledge, and honesty of their 
servants, but purely on class-consciousness, on the economical 
needs and economic advantages of the members. Thus, if the 
representatives of a certain class have formed a co-operative society 
which corresponds to their economic interests and does not meet 
a too great opposition from the opposite class or from the sur- 
rounding conditions, then the venture may prove successful, the 
society may grow, its turnover may increase, although, speaking 
generally, Professor Tugan-Baranovsky does not believe in the 
capacity of the co-operative movement to grow to such an extent 
as eventually to conquer capitalism. 

According to this class-theory, Professor 'T. Baranovsky divides 
the co-operative movement into three branches : the proletarians, 
the peasants, and the small traders’ (or, as he calls it, “ small 
bourgeois’) co-operation. The “ proletarians,” that is, the wage- 
earning working class, have found societies of consumers most 
suitable to their economic position. Credit societies, on the system 
of Raiffeisen loan banks and such forms of co-operation, which 
facilitate the selling of agricultural products and the buying or 
use of machinery, manure, seeds, etc., have proved to be more 
adaptable to the requirements and circumstances of the peasantry. 
And, lastly, the small trader and artisan, that is, the man who 
works not as a wage-earner but independently by the help of his 
own small capital or labour, find it more suitable to make use of 
co-operation in the form of credit banks originated by Schulze- 
Delitzsch. It is not that the peasants or the small capitalists 
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and artisans have not tried to build up co-operative societies for 
distribution, or that the wage-earning classes did not try other 
forms of co-operation besides distribution; but only that each 
class succeeded in such a form of co-operation as answered best 
its economic conditions, and not otherwise. 

Now it would be futile to deny the evident fact that the 
economic position of the person plays a very great part in his 
actions. There is practically no human action which by some 
stretch of logic cannot be reduced to economic causes. The co- 
operative movement is certainly no exception to this. But to 
call this movement a class movement, and to ascribe its failures 
and shortcomings, or its progress and successes, exclusively to the 
needs of a class of people, and to explain all its issues by the class 
-theory is, to say the least, overstraining one’s faculty of logic. 
Even Professor T. Baranovsky very often quite forgets about his 
class theory and in a most inconsistent way says things which 
even the “ Utopians ” of the co-operative movement who altogether 
denied the basis of “ class-war” could easily repeat. Thus in 
discussing the difficulties of building up a successful co-operative 
society he asks : ““ What then is it causes people not to give way 
to all these difficulties and to overcome them triumphantly?” 
“ Evidently,” answers he, “ only the interest in the common 
cause, the social enthusiasm, without which successful co-opera- 
tion is impossible” (p. 102). 

Speaking in particular of the distributive societies he says: 
“Although at present the organisation of a consumers’ society 
does not require as much initiative and idealistic impulse as in 
the times of Robert Owen, nevertheless, even now, without the 
moral element, the element of idealism, no success of a prole- 
tarian co-operative business is possible. Where then comes this 
enthusiasm from? It comes from the consciousness that the 
co-operative society serves not only the selfish aims of its mem- 
bers, but also fulfils some important purpose. Only high social 
aims are able to evoke enthusiasm. That is, the co-operative 
society of consumers can induce its members towards some sacri- 
fice only in the case when the society acquires in the eyes of its 
members some idealistic value. It is necessary that the members 
of the society should love it, and should look upon it as upon some- 
thing which is more sacred than one’s own interests. . .. Where 
there is no such group of men devoted to the cause of co-operation 
there can be no successful co-operative undertaking” (pp. 154-155). 

According to these quotations, taken from Professor 'T. 
Baranovsky’s own book, we have as much right to say that the 
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co-operative movement is an idealistic movement as to say that 
it is a class movement. It is true that there are some extreme 
Marxians—and Professor T. Baranovsky seems to follow them— 
who assert that idealism by itself is a “ proletarian category,” 
that is, that the “ proletarian class” is the only repository of high 
ideals, of great social and humanitarian aspirations. However, 
in war-time paper is too expensive to waste it on refuting such 
absurdities. Evidently people with such views on human feelings 
and on the unending struggle of the soul of mankind would call 
even Prometheus, the immortal god, who suffered for the human 
race, a “ proletarian,” and endow him with “ class consciousness,” 
and, I should say, Buddha, who left his throne, parents, wife, 
and only son, and went to live among the poor and wretched, 
would be counted by them among the representatives of “ class 
feeling.” 

Certainly, very much depends on what is meant by saying 
that the co-operative movement is a class movement. Professor 
T’. Baranovsky seems to think that as the forms of co-operation 
and the progress and evolution of the movement depend on the 
class of persons who join it, therefore the movement is a class 
movement. He, for instance, finds that societies of consumers 
have been especially successful among mill workers. The Roch- 
dale Pioneers have been mill workers. Co-operative stores are 
spreading more in the North of England, with its manufacturing, 
wage-earning working classes, than in the South of England, with 
its dominating agricultural and bourgeois population. And so on. 
And, accordingly, the store co-operative movement is a purely 
‘ proletarian”? movement. ‘‘ Co-operative distribution,” says he, 
‘* can be developed among all the three social classes, among which 
only is co-operation possible, that is, among the proletariat, 
peasantry, and small bourgeoisie. But its full development, co- 
operative distribution, can reach only among one social class, the 
proletariat, and then only in the towns” (p. 183). And the ex- 
planation of this is: because certain forms of co-operative dis- 
tribution mostly satisfy the needs and correspond to the circum- 
stances of the class of proletarian. But, if on account of this the 
co-operative movement is a class movement, then every little store 
of a private trader in some back street Which by its commodities, 
prices, and so on is adapted to the needs, tastes, and economical 
circumstances of the surrounding poor population, is also a “ class 
movement,” and a “ proletarian” one, as distinct as, say, from 
Harrod’s or Liberty’s, which provide for the rich. Here lies the 
whole fallacy of calling the co-operative movement a class or 
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proletarian movement. If it is a proletarian movement, it is 
not on account of the fact that the membership of the co-operative 
societies belongs to the class of proletarians, but because its 
ultimate purpose is more for the good of the poor than of the rich. 
Even if the co-operative societies were to consist of rich only 
and did not include the poor at all, it would still be a proletarian 
movement so long as co-eperation implies the ideal of commonalty, 
of the good for all, of the amelioration of the lot of the poor. In 
this broad, idealistic sense Christianity in itself, and, for the 
matter of that, every other religion, is a proletarian movement. 
Kven if the membership of the Established Church of England 
consisted only of big landowners and high official classes, this 
would have nothing to do with fhe teaching of Christianity, which 
is in essence “ proletarian.’’ 

The question whether the co-operative movement is a class 
movement, and if so in what sense it is a class movement, is 
not only of theoretical importance, but has also a_ practical 
value. Take, for instance, the question of international co-opera- 
tion. One is astonished in reading through the 520 pages of 
Professor T. Baranovsky’s book, not to find a line devoted to this 
most important aspect of the co-operative movement. It is true 
that there is a small chapter with the heading ‘“ International 
Alliance of the Proletarian Co-operation,” but the attention of the 
reader is drawn there, not to the international co-operative trade, 
nor to the aspect of future possibilities of such a trade, to its 
bearings on the development of the movement, to its relationship 
with the questions of peace and war, tariff reform, international 
brotherhood, and so on. No mention is made of this side of the 
question, and the few pages constituting the chapter are given 
up to the tale of the class quarrel which at the International Con- 
gress of 1904 at Budapest arose between the “ proletarian,” 
“peasant,” and “ small bourgeoisie” branches of German co- 
operators. 

Now such an omission in a book which pretends to be an all- 
comprising manual and a theoretical exposition of the co-operative 
movement can be explained only by a very crumpled, narrow, 
and one-sided view of the “ class theory.” Even admitting that 
the peasant co-operator has nothing to do with the mill workers’ 
co-operative undertakings, that each one works in his own in- 
terests, and the interests of these two classes, not to speak of the 
third class, the small bourgeois class, are opposed to each other, 
yet by sheer economic forces international co-operative trade is 
bound to become one of the most important features of the co- 


No. 112—von. xxvut. Q@ 











428 THE ECONOMIC JOURNAL [DEC. 1918 


operative movement. The co-operative societies of each country 
will in the nature of economic evolution, with the increase of their 
trade and membership, enter into trading relations, and it wants 
only the stimulus of idealism, the guiding spirit of human brother- 
hood, and the proper understanding of what co-operation really 
means, to make international co-operation a real force in inter- 
national relations. 
SEMEN RAPoPoRT 


Die Wirtschaftsentwicklung der Karolingerzeit vornehmlich in 
Deutschland. By Atrons' DopscH. ‘Two _ volumes. 
(Weimar: Hermann Béhlaus Nachfolger. 1912 and 1913. 
Pp. x +373 and viii+ 364. M. 18.) 


ParTLy because of its position at the portals of the age of 
Feudalism, and partly because of the remarkably large share which 
has fallen to its lot in the very uneven distribution of source 
material, the Carolingian Empire has been depicted as possessing 
an unusually clearly defined civilisation, so that its institutions 
furnish a welcome basis and starting point for the investigator 
of those of the ensuing Feudal Ages. The dominating personality 
of Charlemagne, whose genius for organisation is revealed in so 
many capitularies, has created the conception that the civilisation 
of this age is largely the product of his legislation. Not only 
have the institutions of his Empire been shown to have been the 
product of Charlemagne’s genius, but likewise the economic life 
has been represented, by such writers as v. Inama-Sternegg, as 
having virtually been created by a piece of legislation : the Capi- 
tulare de Villis, a law which was used to throw an additional lustre 
on the ruler of Western Christendom, the mighty conqueror, who 
nevertheless, to quote a French historian, ne dédaigne pas d’en- 
trer dans les détails d’apiculture, a conception that shows a rather 
remarkable similarity to the witty satire of Bishop Theodulf of 
Orleans when he says :— 


In medio David sceptro regit omnia, largas 
Disponens epulas, ordine pacifico. 


This hitherto generally accepted theory that the Carolingian 
economic system represented the economic reorganisation of 
Western Europe after the chaotic times of the Great Migrations, 
in general, on the basis of agriculture on a large scale with the 
“ villa” as organ of collection and distribution, has suddenly 
received a rude shock at the hand of a Viennese scholar, Alfons 
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Dopsch, who after working as an associate of Mihlbacher in the 
editing of Carolingian diplomata, and later turning to the Austrian 
urbaria, in his Wirtschaftsentwicklung der Karolingerzeit, has 
taken up the economic problems of that age. That which gives 
the book its peculiar character is the fact that Dopsch is a diplo- 
matist, and not an economist, and that while he cares nothing 
for economic laws and.theories, there is little which the sources 
can hide from him. The older school of economists supported 
their theories with the facts offered by the sources, which theories 
not infrequently influenced the interpretations. Dopsch, on the 
other hand, starts, as it were, from the other end, and investigates 
the sources as such, in the light of other material of the time, 
and presents them with all accompanying circumstances, which 
only too often prove that the meaning of a certain passage is 
entirely different from that which it seemed to have on the surface, 
and which the economists had given to it. A specific instance 
will make this more clear. Inama-Sternegg, in search of a reason 
to explain the change of economic conditions which took place 
during the Carolingian epoch, found the Capitulare de Villis, a 
piece of legislation which fitted the situation excellently, and 
hence used it to show how this change was brought about. Dopsch, 
on the other hand, as will be shown later, analysed the capitulary 
from every possible angle, compared it with chronicles, records 
of synods and church councils, and every other available bit of 
material, and reached the conclusion that it is a mere local regula- 
tion for one manor. The result is, that the Capitulare can no 
longer serve as the basis for the economic conception of its time. 
Dopsch does not investigate the soundness of the economic 
theories, and he does not try to present any of his own, except 
to a very limited extent. What he does is to investigate the foun- 
dations upon which the theories are based, to investigate the 
sources, and to find, repeatedly, that they really mean something 
entirely different from what had previously been assumed. Thus 
a very large part of the foundations on which the system had been 
constructed are demolished, and the whole superstructure is left 
by Dopsch to fall in ruins, as the conclusions drawn from the 
sources are of no further concern to him. 

In the introduction to the first volume, Dopsch hims»lf says 
that it is not his intention to write a new book on the Carolingian 
economic conditions, and the great revolution of conceptions due 
to the altered interpretation of sources which might be caused 
thereby is virtually disregarded. This re-examination of sources 
naturally brings Dopsch into frequent conflict with the results 
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of the studies of Inama-Sternegg, Maurer, and other economists, 
which factor gives the book the character of a polemical com- 
mentary on the book of Inama-Sternegg.'. But, on the other 
hand, wherever in his analysis Dopsch finds that one of these 
economists has reached the same conclusions as he himself, their 
interpretations are accepted without further proof, which practice 
undoubtedly constitutes a weak point of the book. 

Of the actual conclusions reached by Dopsch, the most bril- 
liant is undoubtedly the proof that the Capitulare de Villis is not 
a Carolingian law, but a local set of instructions, and it might not 
be out of place to show the methods by which Dopsch reaches some 
of his conclusions in this connection. 

By a careful analysis of the provisions of this capitulary Dopsch 
finds that many of the chapters (such as, for instance, the one 
concerning fish ponds) enjoin the remedy of abuses which have 
crept in, and order the return to former conditions, which deprives 
the Capitulare of its character of a piece of constructive legisla- 
tion. In the second place, Dopsch shows that the Capitulare was 
not issued by Charlemagne at all, which is evidenced to some ex- 
tent by the fact that it is not included in any of the contemporary 
collections of capitularies. A number of provisions, such as the 
personal report of the judex, the personal appeal of the servus, 
point to the fact that the Capitulare is applicable to a limited 
area only, and to determine where this is located, Dopsch uses 
the famous catalogue of plants. It has been noticed that a number 
of these plants are characteristic of a mild climate, and, using 
the law of probability, Dopsch assumes that they grew in the 
Southern region, rather than taking the usually accepted expla- 
nation of this passage, namely, that this is an indication of an 
attempt of Charlemagne to grow almonds and oranges at Aachen. 
Dopsch therefore localises the Capitulare in Southern France, 
where all of the trees would naturally grow, and he finds that 
those plants which have most obstinately eluded identification 
by the historian and the botanist, are native of this area. The 
mention of wolves which had led some to localise the Capitulare 
in the Ardennes, agrees with a passage in the Annals of St. Bertin 
concerning the frequency of wolves in Aquitania. If we remember 
that Louis the Pious was King of Aquitania from 781 on, he 
and Irmengard are the only persons to whom the titles of Rex and 
Regina could apply, the latter title especially one that has caused 
much trouble, and given rise to very complicated conjectures. The 
conjecture of Dopsch agrees most remarkably with passages from 

1 Deutsche Wirtschaftsgeschichte, Pt. I. 
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the chronicles, especially those which refer to the inventions of 
Louis in the art of war, references to which we also find in the 
Capitulare. 

Closely connected with this Capitulare is the Brevium Exem- 
pla, which Dopsch shows to be merely a copy of the accounts of 
the monastery of Aniane, the centre of monastic reforms 
emanating from Louis, to which copy had been added similar 
material for Augsburg and Staffelsee. These arguments concern- 
ing the two documents are clinched by a brilliant piece of source 
history, in which Dopsch shows that the only surviving manu- 
script of the Capitulare de Villis and the Brevium Exempla, now 
in Wolfenbiittel, were brought there by the humanist Flaccus 
from Reichenau. Its catalogue, dating from the ninth century, 
mentions a book which can be only the Wolfenbiittel manuscript. 
The two documents were brought to Reichenau from Aniane by 
Tatto, later Abbot of Kempten, who was at Aniane in 817, and 
who, as we know from the studies of Patetta, was greatly in- 
terested in agricultural administration. 

At this point, however, Dopsch stops, and while the Capitu- 
lare de Villis and the Brevium Exempla must now be regarded 
in an entirely different light, we are not told how this altered 
state of affairs has changed the deductions formerly drawn from 
these sources. There is here a field for much further work, and 
already Sander in his article Ueber die Wirtschaftsentwick- 
lung der Karolingerzeit! has tried to show that the discoveries 
of Dopsch have virtually no effect on the views hitherto held con- 
cerning Carolingian economics, as he claims that the Capitulare 
de Villis is “ a typical example of the spirit of the administration 
of Charlemagne himself,” a view with which I cannot agree, 
among other reasons because Sander does not seem to realise 
fully the importance of Roman survivals in Southern France. 

Among other results of the investigations of Dopsch, mention 
must be made of the altered interpretation of the monastic char- 
tularies covering donations, which are shown to be abbreviated 
forms of precaria, or merely records of exchanges, interpretations 
which tend to disprove the view hitherto held of the predominance 
of ecclesiastical ownership of land. The “ Hufe” is shown to 
have been of variable size, and an administrative unit, not a 
measure of area. By a somewhat peculiar course of argumenta- 
tion the existence of the “ Markgenossenschaft”’ is proved. In 
the second volume Dopsch adduces a considerable mass of 


1 Schmollers Jahrbuch fiir Gesetzgebung, Verwaltung, etc. 37 Jahrgang, 
1913, pp. 383-408. 
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material, together with new interpretations of old material, to 
prove that the current idea of a purely agricultural civilisation is 
incorrect. Many points are introduced to show that commerce, in- 
dustry, and even finance played a considerable réle in the Carol- 
ingian age. The great difference of values between the Lex Salica 
and the Lex Ripuaria is shown to be due, not to a reduction of the 
wergeld, but rather to a change of values, a sort of price-revolution ; 
arguments for this are supported by passages from every conceiv- 
able source, as well as by the results of numismatic finds. 

Thus, on the whole, the book represents a new phase of 
economic history—the re-examination of the sources along the 
lines of historical source criticism. While undoubtedly many of 
the statements made by Dopsch will in time be altered, he has 
paved the way for an entirely new conception of Carolingian 
economic conditions, and it is greatly to his credit that he is aware 
of his limitations, and does not attempt to recast the economic 
part. While the book undoubtedly has its shortcomings, they are 
those characteristic of the pioneer, and should not detract from its 
real value. To be sure Dopsch’s book cannot be used alone, with- 
out that of Inama-Sternegg, as it fails to give a sufficiently definite 
picture, yet no historian is justified in disregarding the very im- 
portant discoveries which are here presented. 

HitMarR H. WEBER 


Finance and Trade under Edward III. By Members of the His- 
tory School. Edited by G. Unwin. Manchester: 1918. 
Price 15s. net. 

TH1s volume deals with the fiscal aspects of Edward IIT.’s reign. 

It contains five essays written by students of Manchester Univer- 

sity : The London Lay Subsidy of 1332 (M. Curtis) ; The Societies 

of the Bardi and the Peruzzi (K. Russell) ; The Taxation of Wool, 

1327-48 (F. R. Barnes); The Wine Trade with Gascony (F. 

Sargeant); and Calais under Edward III. (D. Greaves). The 

editor, Prof. Unwin, contributes an introduction, articles on Social 

Evolution in Medieval London, and on London Tradesmen and 

Their Creditors, and a detailed study of The Estate of Merchants, 

1336-65. The book serves to show that Manchester University 

is alive to the importance of training history graduates to do re- 

search in Economic History; and in this respect an example is 
set to the older universities which is not unneeded. 
In his introduction Prof. Unwin combats the view that Edward 
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IIT. pursued a “definite economic policy.” He considers that 
the famous statute of 1337 which forbade the exportation of wool 
and the importation of cloth, and encouraged the settlement of 
alien weavers, enjoys “an altogether undue prominence in English 
industrial history.” It does not indicate ‘‘a far-sighted policy of 
fostering native industry ” (p. 187) :— 

Edward was ‘‘organising a monopoly in the exportation of wool, which was 
meant to serve both his fiscal and diplomatic objects; and a temporary prohibition 
on the exportation was an essential part of the scheme. Ths prohibition on 
Flemish cloth and the invitation to Flemish cloth-workers were meant to 
intensify the diplomatic pressure on Flanders, whilst they might serve to 
mitigate English objections to restrictions on the exportation of wool” 
(p. xix). 

This interpretation of the Act of 1337 appears to be one-sided. 
As early as 1331 Edward III., pursuing a policy contemplated 
by his predecessors for nearly a century, was seeking to introduce 
alien weavers into this country. His father, at the end of his 
reign, had definitely planned the settlement of foreign artisans, 
and his scheme was evidently something more than a “device,” 
for the Flemings and Brabanters hastened to buy up teasels, 
fuller’s earth, and other commodities in order to prevent a native 
cloth manufacture. Edward II.’s design was interrupted by his 
death, but his successor resumed it at the first opportunity. In 
1331 he gave letters of protection to John Kempe and his ser- 
vants, and at the same time offered similar letters to all foreign 
workers of cloth. The Statute of 1337, therefore, only embodied 
in a parliamentary enactment a policy already set on foot six 
years before. As a result of the Act numerous letters of safe 
conduct were issued, an unmistakable proof that the invitation to 
Flemish cloth workers was seriously meant. Taken in conjunction 
with earlier manifestations of industrial policy the Act of 1337 
can hardly be regarded as nothing but “a fiscal and diplomatic 
device,” although the possibility of turning the Act to fiscal and 
diplomatic advantage was doubtless not absent from the king's 
mind, 

The policy of plenty with which Edward III. has been credited 
is considered by Prof. Unwin to be hypothetical. He gives the 
credit of the “free-trade”’ enactments of the reign, not to the 
king, but to Parliament :— 

“The ‘free-trade’ enactments of Edward III.’s reign were carried in 
response to urgent petitions of the Commons.” 

To regard Acts of Parliament as necessarily an “expression of 
parliamentary opinion” is, however, an assumption hardly more 
tenable than to regard them as a “‘sure indication of royal policy,” 
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which Prof. Unwin rightly deprecates. In the fourteenth cen- 
tury it was a well-known device on the part of the Crown to induce 
members of Parliament to present petitions praying the king to 
follow the very line of action favoured by royal policy ; and these 
petitions were promptly turned into statutes on the pretext that 
they were an,“‘expression of parliamentary opinion.” On two 
occasions, at least, in the reign of Edward III., the Commons 
made fruitless protests against the practice. It is true that 
Edward ITI.’s “free trade” statutes were short-lived, but this 


was due not to the “administrative and fiscal action of the king,” ° 


but to the inveterate hostility of London, which always managed 
to extort from the king a charter nullifying any Act “made ’’ (as 
they phrased it) “to the hurt of the liberties and customs of the 
city.” Itis scarcely credible that fourteenth-century Parliaments, 
in which the burgher class was so numerously represented, should 
really have advocated measures throwing open to aliens the in- 
ternal trade of the country, and thereby undermining the whole 
basis of monopoly and privilege upon which civic life in the Middle 
Ages was built up. Stronger evidence is required to prove that 
medieval Parliaments were so far ahead of the fundamental prin- 
ciples of medieval town economy as is implied by this theory. 
Certain points of detail call for comment. The computation 
that the total lay population of London amounted to 16,360 (p. 44) 
appears to make insufficient allowance for the number of appren- 
tices, journeymen, retainers, and general “hangers-on.” The 
statement (p. 51) that ‘‘as in other medieval cities, the members 
of the same trade were gathered together in one district” needs 
qualification. Trade was not localised in all medieval cities. It 
is misleading to speak of the custom of 4 mark on the sack of 
wool as “voted by Parliament” (p. 137). It was a customary, 
not a parliamentary tax, although Parliament ratified it in 1275. 
The increased rate of the subsidy in 1341 is incorrectly given as 
20s. (p. 163). On p. 210 Prof. Unwin writes: “During the 
revolution with which the reign opened the foreign staple estab- 
lished in 1312 had been abolished.” The foreign staple was in 
existence before 1312; it was made a compulsory staple in 1313 ; 
and was displaced by the home staples in 1326 prior to the 
“revolution ” which brought Edward III. to the throne. It is 
difficult to agree with the editor’s suggestion that the clause in 
the famous Ordinance of 1353 prohibiting native merchants from 
exporting wool was supported “by the majority of native traders 
as a necessary safeguard on the freedom of trade” (p. 232). The 
reason surely was to compel foreign traders to come and buy 
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their wool in England, and when the home staples proved a failure 
owing to the abstention of the foreign merchants the prohibition 
was withdrawn. If native traders were responsible for the ex- 
clusion of native exporters of wool in 1353, we may fairly ask 
whether they were also responsible for the exclusion of native 
importers of wine in 1365. 

; E. Lipson 


The Development of the British West Indies, 1700-1763. By 
F. W. Pitman, Ph.D. (Newhaven: Yale University Press. 
Oxford : University Press. 1917.) 


IT is difficult at the present day to realise that there was a 
time when British trade with the West Indies was of more im- 
portance than that with India; and when it might reasonably be 
contended that Guadeloupe was a more valuable possession than 
Canada. But even at the time of its zenith there was something 
unwholesome and artificial about West Indian prosperity, as is 
made manifest by Dr. Pitman’s very learned and valuable volume. 
The predominance of sugar involved both the decay of the small 
proprietor and the substitution of slave labour for that of indentured 
whites. But the existence of large properties encouraged the evils 
of absenteeism, with the result that a powerful West India interest 
in London might succeed in bringing about measures that were 
very far from being beneficial to the Empire as a whole. Dr. 
Pitman lays stress on the disproportion in area and population 
between the British Colonies in the temperate and those in the 
tropical zones as complementary trade areas. Economic equili- 
brium could only be got by the recognition of the trade between 
the English Continental Colonies and the French islands. But 
such recognition was against the economic beliefs of the age; 
whilst the absentee proprietors set their face even against the ex- 
tension of the area under sugar in the British islands. There 
seems ground for the allegation “ that the sugar planters in 
Jamaica found their interest much more in importing small than 
large quantities of sugar into Great Britain.”” When a Bill to 
secure the peopling of Jamaica with white settlers and the cul- 
tivation of its lands was introduced into Parliament, the West 
India interest was strong enough to secure its rejection. The 
same sinister influence was brought to bear against the retention 
of Guadeloupe at the time of the Peace of Paris. ‘‘ Guadeloupe,” 
a contemporary pamphleteer wrote, ‘“ one of the greatest acquisi- 
tions Britain ever made, acquires many powerful enemies from 
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private views, and has nothing to plead but her public utility, an 
advantage often found too feeble an opponent to the private in- 
terests of a few.” According to Dr. Pitman, “ the arguments 
presented to Pitt in 1760 for the acquisition of Guadeloupe were 
unanswerable. From the standpoint of the British public it is 
difficult to understand how Canada could in any sense be regarded 
as of equal value with the sugar islands.” Be this as it may, we 
must recognise that ‘‘ the Peace of Paris marked a momentous 
crisis in the history of the Empire. Through it the planting in- 
terest came triumphant. Its position and monopoly were prac- 
tically undisturbed ; Great Britain and America were still exposed 
to exploitation by an interest whose aims were well understood. 
. . . The West India planting interest had laid substantial foun- 
dations in the nature of economic life for that great discontent 


which culminated in the American Revolution.” 
H. E. EGERTON 


Trade and Navigation between Spain and the Indies. By C. H. 
Harinc, Ph.D. (Harvard University Press, Cambridge, 
Mass. 1918.) 


It can safely be asserted that no English-speaking author 
has ever approached the subject of the Spanish-American trade 
and navigation of the sixteenth and seventeenth centuries with 
a more complete knowledge of the original authorities than that 
possessed by Mr. Haring. His weak point is that he does not 
allow sufficiently for the ignorance of his readers, and inflicts 
upon them long passages in Spanish which not one in ten will be 
able to understand. 

It would seem that, at first, the intention was to follow the 
Portuguese model in making the colonial trade, as far as possible, 
a Royal monopoly ; but the circumstances in Spanish-America were 
so different as to make such a policy impossible. The Casa de 
Contratacién started under favourable auspices, and in many ways 
supplied a real want; but “it was unfortunate that the highest 
administrative posts in so old and worthy an institution as the 
India House should suffer the blight which attacked all Spanish 
administrations under the Philips, t.e., the sale and purchase of 
Government offices.” Moreover, its personnel seems to have 
assumed proportions unwarranted by any corresponding increase 
in the volume of business transacted. 

Mr. Haring has much of interest to say regarding the averia, 
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or contribution to defray the expenses of the convoys, maintained 
for the defence of the Indian navigation. The rate in 1563-4 
was as low as1 per cent. ; but, with the growth of French and, after- 
wards, English privateering, it tended to increase. In 1596 it had 
already risen to 7 per cent.” In effect, those who obeyed the law 
were penalised ; and the result was that it drove merchants to seek 
new means of fraud, new avenues of escape from an intolerable 
situation.” The other duties imposed varied greatly from time to 
time ; but the general picture obtained is one of irregularity and 
uncertainty, caused by the slackness and the venality of the 
Spanish officials. 

Mr. Haring is a little sceptical with regard to the common 
assertion that the depopulation of Spain under the Hapsburgs was 
due to the superior attractions of the American continent. Un- 
doubtedly for many years it was difficult to obtain emigrants ; and 
the rule against infidels and heretics remained always a formidable 
obstacle. 

Meanwhile, as was inevitable, the contraband trade greatly 
flourished. ‘‘ Under the later Hapsburgs, with the increasing de- 
mands of the colonies on the one hand, and the utter ruin of 
Spanish industries on the other, the dependence of the Seville 
export commerce upon foreign manufactures was complete. They 
supplied five-sixths of the cargoes of the outbound fleets.” More- 
over, the arm of the French was too strong to allow the Spanish 
Power to enforce its own laws; and the undeveloped region of the 
Rio de la Plata became the happy hunting ground of the inter- 
loper ; whilst the presence of the French, the English, and the 
Dutch in the West Indies must, in any case, have interfered with 
the Spanish monopoly. 

Nor was Spain logical or consistent even in her assertion of 
monopoly. ‘ Spanish policy towards colonial industries lacked 
the clearly defined outlines” of the mercantile system. It was 
merely “ opportunist.” ‘As it was, restrictions and prohibitions 
proved to be of little avail, and the system of great armed fleets 
and single ports of call in the end a failure.” 

Even her mineral resources did not in the long run greatly 
profit Spain. Not being to any extent a producing or manufac- 
turing country, she became merely the distributor of the precious 
metals to the rest of Europe. 

The second part of the volume deals no less thoroughly with the 
subject of navigation; but limits of space forbid further com- 


ment. 
H. E. EGERTON 
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Land and Labour in a Deccan Village. By Haroup H. Mann, 


D.Sc. (London and Bombay: Oxford University Press. 
177 pp.) i 


THis volume is an example of a kind of economic study 
which, it may be hoped, will become increasingly popular in 
India. In a recent number of the JouRNAL a monograph of the 
same type on a district in Eastern Bengal was reviewed. The 
present pamphlet deals on similar lines with a village in the 
Western Deccan. No greater contrast of agricultural conditions 
including soil, rainfall, crops, and people could be imagined than 
is presented by these two cases. Dependence on rain is common 
to both, but in the one the fall is abundant and the crops secure, 
in the other it is very capricious, and in many fields winter crops 
sometimes cannot be sown at all, or, if sown, fail to mature. In 
both tillage does not require the toil necessary in irrigated tracts, 
and, once his crops are sown and started, the farmer can turn 
his attention to other means of livelihood. 

An interesting feature is that both inquiries were conducted 
by Indians, guided in the one case by an English Civil Servant, 
and in the other by Mr. Mann, Principal of the Poona Agricul- 
tural College. There is no doubt a tendency in the Hindu mind 
to spend its energies on vague speculation rather than on the 
investigation of concrete facts, and it must be admitted that our 
educational schemes have often failed to direct the steps of Indian 
students into more fruitful paths. But the young men who 
collaborated in the economic survey of Pimpla Saudagar present 
their facts exactly as they found them, and show an almost ex- 
aggerated reluctance to discuss remedies. The necessity of em- 
ploying men attached to the Poona College involved the selection 
of a village near Poona and Kirkee. Pimpla, however typical 
as regards soil, etc., of the agricultural conditions of the Western 
Deccan, must have had its economic life greatly affected by the 
opportunity of earning money in ways wholly unconnected with 
farming. The figures given on pages 114 and 137 show that the 
income from land is less than that obtained from other sources. 

Pimpla Saudagar has an area of 1,065 acres and a population 
of 556 distributed among 111 families, or only five persons per 
family. Unfortunately the growth of population has not been 
traced with the help of the Census returns. It is, therefore, im- 
possible to say whether pressure on the soil is increasing. It 
seems hardly likely that this is the case in view of the increase 
of opportunities of earning money outside the village. The 
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number of children is so small that the authors are probably 
right in thinking that the population has reached a stationary 
condition. It would have been interesting to know whether the 
birthrate is low, or whether, as is usual in India, the effect of a 
high birthrate is nullified by great mortality among infants. The 
table of crops on page 67 would be much more useful if figures 
had been excerpted for quinquennial periods. Unless this is done 
the making of deductions is very hazardous in the case of insecure 
unirrigated tracts, where harvests vary enormously with the 
seasons. ‘To give a single example, 285 acres were sown with 
wheat and grain in 1905-06, and 42 in 1913-14. Information as 
to the rents paid for different classes of land should have been 
given. 

To-day the chief matters of economic interest in rural 
India are the possibility of increasing production, the extent of 
morcellement, debt, and land transfer, and the means of com- 
bating these evils. The authors evidently think the character of 
the farming in Pimpla is declining and notice the drop in the 
wheat area. Morcellement, with the resulting numerous petty 
holdings consisting of small scattered fields, is unfavourable to 
any cereal requiring careful tillage. The guess may be hazarded 
that the diversion of energy to wage-earning outside the village 
may have the same effect. The worst features of the farming are 
the use of poor seed and failure to apply simple cures to pests. 
With Poona College in the neighbourhood the people have 
remedies within their reach. 

Morcellement has received careful study. One cannot help 
thinking, however, that there is some flaw in the deductions 
drawn from the statistics of selected years, beginning with 1771, 
when there were 19 holdings averaging 40 acres each, and ending 
with 1914, when there were 100 or more, half of which appear to 
be under five acres. It seems pretty clear that the earlier holdings 
were to a far larger extent than the later ones joint family hold- 
ings. The tendency is to break these up into individual holdings. 
A favourite way of effecting this is to split up individual fields 
with the result that each shareholder receives small plots scattered 
over the village area. In Pimpla 65 per cent. of the fields are less 
than one and 22 per cent. less than half an acre. The remedy 
of restripement, which has been adopted in some parts of Europe, 
has not penetrated to India. The revenue law makes elaborate 
provisions for partition, but none for consolidation. 

The amount of the debts owed by 103 out of 111 resident 
families is stated. The figures are robbed of much of their signi- 
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ficance because the authors thought it was impossible to ascertain 
the history of the growth of debt. Why this should be the case 
is not apparent. The total is not very large, but the burden is 
heavy because of the high rate of interest, which averages 14 per 
cent. in the case of debts secured on land, and 24 per cent. when 
advances are made on personal security. The mortgaged area is 
not large, but part of it is hypothecated under the ruinous system 
of conditional sale. In some parts of India drastic restrictions 
have been put on transfers of agricultural land. In the Punjab, 
where they have been longest in force, none of the economic evils 
which were predicted have made their appearance. 

The circumstances of 103 out of 111 resident families seem to 
have been examined. Their income, mainly derived from wages, 
worked out at Rs.218 per family, and the same sum is estimated 
as the amount necessary to maintain a family in decent comfort. 
This is equivalent to Rs.44 per head per annum, or, say, two 
pence per diem. The wage rate for work outside the village is 
put at sixpence per diem. On these figures there is no surplus 
for paying interest on loans. From an examination of the case 
family by family the disheartening conclusion is drawn that, while 
25 persons have an average income of Rs.77 per head and 137 
persons one of Rs.62, the remaining 352 are insolvent, having 
only an average income of Ks.32, which is much below the sum 
required for food and clothing, let alone payment of interest on 
debt. One would like to know whether the families concerned 
showed any signs of physical deterioration as the result of the 
abject poverty in which they are supposed to live. If not, in the 
absence of proof of a rapid increase of debt, one is inclined to 
suspect some flaw in the calculations. The experience of officers 
who assess land revenue in India shows that it is exceedingly 
difficult to ascertain the income derived from land. Where kind 
rents prevail the estimates are in the case of insecure dry tracts 
especially unreliable. To base the estimate on the crop returns 
of a single year, as the authors seem to have done, is fatal. The 
average crop areas of 10, or, still better, 15 years should be 
taken. Even when trustworthy areas are obtained, the estimates 
of crop yields per acre are largely hypothetical, and there is much 
difficulty in determining fair average prices. The figures on 
pages 114 and 137 are based on the exceptionally low area of the 
year 1915-16, which was possibly 20 per cent. under a true 
average. In any case, as over 60 per cent. of the income was 
derived from sources other than the land, the root of the trouble 
may really be insufficient industrial wages. 
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It is to be hoped that the Poona College will make similar 
surveys of some purely agricultural villages, and deal later with 
a whole subdivision of the Poona district. The district gazetteers 
describe more or less fully the economic conditions of rural tracts. 
But the information which they contain requires to be supple- 
mented by special surveys, and in carrying them out the agri- 


cultural colleges can fulfil a very useful réle. 
J. M. Doutr 


Do You Pay Excess Profits Duty? By T. FRAME MILLER, F.C.A. 
(London: A. W. Shaw and Co. 1918. Pp. 34. Price 1s. 
net.) 


THIs pamphlet consists of articles reprinted from the maga- 
zine, System, and gives a clear exposition of the working of the 
Finance Acts governing the Excess Profits Duty. The relative 
portions of these Acts are quoted in an appendix, and a number of 
detailed examples are given to show the working of the regulations. 
It probably would require a parel of surveyors of taxes to sit in 
judgment on these cases, but so far as can be seen they are very 
fairly chosen. With unusual praise of parliamentary effort the 
author says: “ After some experience of the working of the Act 
it has been amended so as to meet, as far as human ingenuity can, 
every case of hardship.” 

The sting of the pamphlet is, however, in the preface, where 
the present system of levy is denounced as one “ which offers a 
premium to wasteful administration and inefficiency.” Had Mr. 
Bonar Law, says the author, “ increased the duty to 100 per cent. 
of all excess profits and given business people a substantial rebate 
in all excess profits attributable to economies effected in adminis- 
tration and manufacture, he would have so stimulated the adoption 
in this country of scientific methods of production and factory 
costing that we should have been in a much better position, in 
this respect, to face competition when the war is over than we were 
in the early days of 1914.” Mr. Miller, in the second para- 
graph of his pamphlet, indicates the need for “ liquid capital at 
command ” to enable business men to face the post-war position. 
They are now sure of 20 per cent. of their excess profits towards 
this fund and if they can achieve economies in production they 
also retain 20 per cent. of the resultant profit. Of this they are 
certain, but Mr. Miller would make them first surrender all their 
excess profits and then accumulate their fighting fund from a 
“substantial rebate” on profits due to economies. The outlook 
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would not appear attractive at a time when all costs were going 
up by leaps and bounds, and when in the end genuine economies 
might still be swamped in extra costs beyond all hope of proving 
their existence. Take the case analysed on pages 20-21, where 
the excess profits are assessed at £7,590 of which £1,518 falls to 
the firm ; if they get the same sum as the result of economies on 
Mr. Miller’s plan, it would mean that even if all the economies 
were freed from duty the trade expenses of £11,500 were 12 per 
cent. below the pre-war level. It looks too much of a gamble 
to expect such a reduction with rising costs. 

What is true in Mr. Miller’s criticism is that careless manu- 
facturers or merchants faced by an increased charge may say : 
“What does it matter? The Government would take 80 per 
cent. of the profit anyway.” ‘To this there is no answer except 
to commend to such “ business men” an old adage about taking 
care of the pence. After all, with a flat rate of tax one does not 
lose by having a high taxable income. 

Henry W. Macrosty 


La Disfatta del Socialismo, by AGostINo LanziLLo. (Libreria 
della Voce, Firenze, 1918.) 


THE author is a syndicalist of the School of Sorel. In his 
view the economic Kingdom of Heaven must suffer violence and 
the violent must take it by force. He is at the same time an 
ardent patriot, and as an economist a free trader. In his view 
the bankruptcy of Capitalism became inevitable when it gave up 
the full gospel of classical political economy and accepted pro- 
tection and State interference, while Socialism signed its own 
death warrant when it consented to pursue its aims by constitu- 
tional means, and so became a political party like any other. 
Failure to remodel the social structure by revolution, and the 
fact that Prussianism, intent on world power, bought the support 
of the German Socialists by the offer of infinite industrial pros- 
perity, made the war inevitable. A new Society, differing pro- 
foundly from the old in moral ideals and political and economic 
constitution, will emerge. A warlike and energetic type of 
character has been evolved, and nationalism has killed inter- 
nationalism as a force to be reckoned with. Government will 
continue to be based on popular will, but parliamentary demo- 
cracy has shown its impotence to produce men of action capable 
either of conducting the war or of dealing with the urgent prob- 
lems of the future, when policy must be based, not on foolish 


Geeta segs oe 
OSES SE a reo 


MAME a 


cM RET 











j 
We 


ae! 














1918] LANZILLO : LA DISFATTA DEL SOCIALISMO 443 


dreams of universal peace, but on the certainty of a German war 
of revenge. No sudden and complete change in the social struc- 
ture is to be expected. But the failure of Socialism has cleared 
the way for Syndicalism, which inherits all that is vital in its 
doctrines. The organisation of the industrial and agricultural 
workers in syndicates will enable them to take full advantage of 
circumstances, whether the future development is in the direction 
of State Socialism or of freedom of trade and competition. It 
will be the duty of the syndicates to boycott parliament, and 
reduce it to impotence. The author’s ideal involves the placing 
of power in the hands of a small body of strong men. The mass 
of the proletariat is lacking in the intelligence and courage requi- 
site for the task of government, and is destined to be “raw mate- 
rial in the hands of those who know, understand, see, and will.” 
J. M. Dovtr 
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NOTES AND MEMORANDA 


THE Rick INDUSTRY OF JAPAN. 


Rick is the staple crop of Japanese agriculture. It is the 
national food of the people of Japan, and is widely cultivated 
throughout the length and breadth of the country. Without rice 
Japanese agriculture can hardly be said to exist. The crop 
returns of rice are eagerly studied by the financiers of the grain 
market, for its price regulates the prices of all the other neces- 
saries of life. The rice market is very sensitive to weather con- 
ditions, especially at the ripening season. Storms often upset the 
financial market, while dry weather is the source of economic 
disturbances in the rural communities. The paddy fields are 
watered from rivers and irrigation canals, and are protected 
against inundation and floods by means of embankments and 
sluice gates. Hydraulic engineering also plays no small part in 
the success of rice culture. Agriculturists are making their best 
efforts to increase the average yield of the paddy fields. Experi- 
ments are constantly being made from the agricultural as well as 
chemical standpoint to determine what varieties are best and 
give the largest yield. The principles of the new genetic science 
are being applied to rice culture, experiments especially in the 
search for early varieties suitable to northern Japan. The in- 
crease of yield, however, has not kept pace with the increase of 
population. But imports from Indo-China and_ elsewhere 
make up the national deficiency. In good years the price falls 
so low that the country feels a kind of agricultural depression such 
as is felt at times in England and other countries. At such times 
adjusting the price of rice becomes an important agrarian ques- 
tion. Rice granaries are in demand in the rural districts in which 
to store the surplus rice until the price goes up. Agricultural 
banks advance money to these granaries in order to aid the pro- 
ducers. Rice culture, nevertheless, is always on a small scale 
and farmers are never well off. However, most of them find it 
difficult to subsist on other diet than their cherished rice. Hence, 
ever since the foundation of the Empire 2,600 years ago, rice 
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culture has been handed down from generation to generation as 
the most important agricultural occupation of the country. The 
future welfare and strength of Japan, not to speak of advancement 
in civilisation, depend much upon how the question of rice culture 
is solved. If the present system continues the rural population 
will never get beyond the horizon of a small-scale rice culture 
and a poor standard of living. 

Rice was the chief agricultural product at the beginning of 
Japanese authentic history. History leaves us no account of 
the people being engaged in any other occupation than that of 
agriculture. The ancestors of the Japanese people must have 
already passed the nomadic stage of life before they settled in 
their adopted island country. The economic life of the people 
began with the cultivation of rice. When the paddy fields yielded 
abundant crops of rice, the founders of the Empire were 
pleased to call the country “ the land of full crops,” a land where 
their descendants could multiply and dominate. From such 
traditional facts it may be inferred that the original home of the 
Japanese people was somewhere in the southern islands of Asia, 
not in the highlands of the Continent, where the subsistence of 
the people was derived from stock-raising as with the present Mon- 
golian Tartars. Rice has been thus the historical national food 
of the people of Japan since time immemorial. 

The periodical partition of land and the common cultivation of 
the royal demesne seem to have been practised in the early days 
of Japanese history. The size of such allotted land was just 
sufficient to yield enough rice to sustain its cultivator. Hach 
man and woman, being of age, was entitled to half an acre of land, 
which averaged twenty bushels of rice per acre even during the 
primitive stages of agriculture. The rice of the demesne was 
stored in the government granaries and made good use of during 
odd years. It was the established policy of the government to 
provide reservoirs and canals for the irrigation of paddy fields. 
Wherever water-courses could be secured rice culture has found 
its way, and the rural population accordingly increased and pros- 
pered. 

Rice was originally a tropical plant and gradually became accli- 
matised to the soil of Japan. Even now the late varieties, though 
they are the largest producers, cannot be safely depended upon 
in the north-eastern sections of the country. The early varietics 
are the only kinds that can be grown in the island of Hokkaido. 
It was a slow process of evolution which acclimatised a tropical 
plant even in the extreme north of Japan. It was the work of 
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centuries. It was necessitated by the growth of population and 
by the frequent occurrences of famine. The extension of its culture 
is still going on. To make the nation self-supplying and indepen- 
dent in this important national food the paddy fields must be 
increased in area and in yield. The following statistical table 
shows the-recent increase in area and yield of paddy fields :— 


Average 
Area 1,000 cho.! Production 1,000 koku.? production per tan.® 
1912: ... 3,003 50,222 1,672 koku. 
1913 ... 3,029 50,255 1,659 ,, 
1914 ... 3,033 57,006 L879 55 
1015 ... 3,056 55,914 1,830 ,, 


The market for rice is chiefly domestic, as it is produced for 
domestic consumption. Formerly it was transported by means 
of river and coastwise navigation. Railroads having been con- 
structed for internal traffic the course of transportation has under- 
gone many changes. Besides the two central markets, namely 
Tokyo and Osaka, there are many important provincial markets, 
such as Nagoya and Kuwana, where Produce Exchanges have 
been established. In recent years the quality of rice has been 
considerably improved. Hence provinces which had only local 
markets for their rice can now send it to Tokyo and find a market 
there. The earliest varieties appear in the market even as early 
as August. They are grown in a place called Nigo-Han, near 
Tokyo. But the latest varieties are of the best quality and com- 
mand the highest prices. It has been the aim of agriculturists 
throughout the country to improve the quality of rice as well as 
the manner of packing in straw bags for transportation. Con- 
siderable improvement has been achieved in that respect, especially 
in the provinces of Kumamoto, Oida, and Yamaguchoi. The 
result is saving in handling and transportation and gain in com- 
manding a good price in the markets. 

Rice growers usually use barley or naked barley as a diet and 
sell their produce of rice in the markets. This is also the case 
with silk raisers. They sell the silk and buy cotton for their 
own use. 

The annual production of cice is over 250,000,000 bushels, and 
if we estimate it as averaging yen thiee per bushel the whole 
value would be yen 750,000,000. No other industry can compare 
with the rice industry in importance in the national economy. 
When such a vast quantity of rice begins to appear in the markets 
in the fall, throughout the country, it can be easily imagined that 
business is very brisk. Bankers and merchants have a share of 


1 1 cho is about 24 acres. ? 1 koku = 5 bushels. 3 1 tan = } acre. 














1918] THE RICE INDUSTRY OF JAPAN 447 


the business. If, however, the crop is short business becomes dull 
and everyone feels a kind of agricultural depression. This single 
crop seems to be the mainspring of the national economic activity. 
Its importance to the welfare of the people of Japan cannot be 
overestimated. 

The cultivation of rice is not poetical nor fancy work, but a 
work of real drudgery. Japanere farmers are born to rice-grow- 
ing. The paddy fields seem to them a paradise. Their homes are 
surrounded by them. They look after the water morning and 
evening during the growing season and do not mind the heat of 
the summer sun when weeding. They are, however, afraid of 
storms at the time of flowering, and of the 210th day of the lunar 
calendar. When crops are ripe and ready to harvest men and 
women are kept busy with the sickles. The rice plants bend with 
the heavy grain and the paddy fields look as if loaded with precious 
gold. The rural folks are then active in the fields and are as merry 
as at the time of transplanting. Drying, threshing, and hulling 
involves much hard work, while no labour was spared in securing 
a good yield. Vigilance is required in looking after enemies, 
especially insects and borers. Idlers cannot succeed in the growing 
of rice. Inherited experience enables Japanese farmers to become 
expert rice growers. They are happier working in paddy 
fields than on the upland farms. For that reason the culture of 
rice is gradually extended even to the northern provinces. The 
island of Hokkaido is rapidly becoming a rich rice-growing coun- 
try. Thirty years ago rice was grown only in limited localities in 
the southern part of Hokkaido. Not a bushel was produced in 
the vicinity of Sapporo at that time. 

Now about 4,000,000 bushels are grown annually in Hokkaido. 
Within thirty years the yield may be increased five times—to 
20,000,000 bushels—inasmuch as the paddy fields can be increased 
without much difficulty to about five times the present area. If 
the experiments in scientific rice-breeding succeed in producing 
earlier varieties of rice, then the culture of rice may still be ex- 
tended to those provinces in Hokkaido where climate has hitherto 
been considered too severe for its growth. The acclimatisation of 
rice, though a slow process, is a possibility; if so, it will make 
possible the replacing of the earliest varieties by still earlier and 
new varieties. There are three kinds of rice—ordinary, gluti- 
nous, and upland. The most important of the three is the 
ordinary rice, which may be divided into three varieties, namely 
early, medium, and late. Each of these varieties has about ten 
chief sub-varieties and are the most commonly cultivated. One 
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variety differs from another in the length of the straw, number 
of shoots, the length of ears, the number of grains in the ear, 
size and form of grains, time of ripening, and other peculiarities. 
So long as rice forms the chief national food and plays an im- 
portant part in the economy of the nation, it is very desirable to 
produce the best early varieties and to extend rice culture to all 
parts of Hokkaido and even to Saghalien. 

Rice culture may be said to form the backbone of Japanese 
agriculture. The paddy fields constitute more than one-half of 
the arable land of the country. The Mulberry and Tea farms 
produce two important articles of export, but the value of tea 
and silk cannot be compared with the impertance of rice. If 
cotton merits the name of “ King” in America, rice is certainly 
entitled to be called “ Queen” in Japan. The following table 
shows the increase of area of the paddy fields during nearly forty 
years :— 

Average area of paddy fields from 1878 to 1887 2,579,060 cho. 
1888 ,, 1897 2,754,289 ,, 


% is 1898 ,, 1907 2,861,158 ,, 
a 1908 ,, 1914 2,978,576 ,, 


9° ” 


These statistics show that the area increase of paddy fields from 
1878 to 1914 was 399,516 cho (1 cho being about 2} acres) ; that 
is, the increase averaged 11,103 cho per year. From this fact 
we infer that, Japan being pressed by the growth of population, 
the lands available for rice culture are used as paddy fields. This 
increase in area is not at the expense of the upland farms because 
the total area of the latter also shows some increase. Hence we 
conclude that arable lands are constantly being reclaimed from 
new lands and that the margin of cultivation is extended to in- 
ferior soil. The result is an increased production of rice, as may 
be seen from the following statistics :— 
Average yield of rice from 1878 to 1887 31,809,467 koku. 
1888 ,, 1897 38,236,831 _,, 


1898 ,, 1907 44,382,972 ,, 
1908 ,, 1914 51,457,321 —,, 


9 9 
9 ” 


” %”” 


This shows that the increased production of rice amounted to 
19,647,854 koku (1 koku=5 bushels) in thirty-six years. The 
average increase per year is 545,773 koku, which is about the 
amount needed for the increase of population. How long we 
can continue to increase the production of rice at such a ratio 
is a question of vital importance to the welfare of the nation. 
The consumption of rice per capita is increasing constantly, 
as the following statistics show. The statistics are based on the 
assumption that the rice consumed is the amount of production 
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of the previous year plus or minus the amount of rice imported 
or exported as the case may be. 


Average consumption per capita from 1888 to 1897 -946 koku. 
” 99 1898 ,, 1907 -984 —,, 
” ” 1908 ,, 1912 1.042 ,, 


Rice is used, besides being consumed as food, in the form of 
rice flour for confectionery, for distilling sake, and for starch. The 
standard of living being constantly raised the consumption of rice 
will far exceed one koku per capita. It is therefore necessary 
to increase the yield of rice per tan by means of intensive culture. 
The following statistics show that the yield of rice per tan has 
been raised within the last twenty years. 


Average yield per tan from 1888 to 1897 1.401 koku. 
99 oe 1898 ,, 1907 Bee «Zs 
” ” 1908 ,, 1912 Retee ws 


If we take the three years 1912, 1913, 1914, the average comes 
up to 1.771 koku per tan (tan=} acre), so that the yield per 
acre is over 35 bushels. It will not take many years to bring 
the average yield up to 40 bushels per acre. The four prefectures, 
Kyoto, Osaka, Nara, Wakayama, returned in the year 1914 49 
bushels as the average yield per acre. 

The price of rice is, of course, regulated by the law of supply 
and demand, but it constantly fluctuates in the market, depend- 
ing chiefly on the condition of the crops. The Produce Iixchanges 
find it very difficult to fix the normal price of rice during the 
ripening season when the facts of temperature and humidity are 
still uncertain. The fluctuation of the price of rice often causes 
anxiety to the people, inasmuch as rice is their main food, and 
because it also fixes the standard price of other necessaries of life, 
as well as the wages of the working classes. The rice imported 
from British India, Siam, French Indo-China and other countries 
in Asia tends to moderate prices, as it is cheaper, being of an 
inferior quality. Within three years, from 1912 to 1914, the 
rice imported from these sources averaged 2,631,450 koku per 
year, and amounted to yen 34,996,578. We also get a supply 
of rice from Formosa and Korea which helps to steady the rice 
market. In Formosa they get two crops of rice per year, but 
its quality is rather poor. In Korea rice culture is dependent 
chiefly upon rainfall for irrigation, but it is of better quality and 
commands a higher price than rice grown in Formosa. From the 
year 1912 to 1914 inclusive the rice imported from Formosa 
averaged 820,028 koku per year, valued at yen 10,953,215, an 
average of yen 13°28 per koku. From Korea we imported rice 
during the same period which averaged 624,629 koku per year, 
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valued at yen 9,582,674, or yen 15°71 per koku. Thus it will be 
seen that within three years, from 1912 to 1914 inclusive, the 
rice imported from the Asiatic countries, Formosa and Korea, 
averaged over 4,000,000 koku, with a value of more than 
yen 55,530,000 per year. This cheaper rice supplied food to the 
poorer classes and supplemented the deficiency in quantity of 
the native rice. Without this importation the prices of commo- 
dities other than rice would become higher, such as barley, 
beans, and other necessities made out of such grains, such as 
mise and sauce, and would much affect the domestic economy of 
the wage-earning classes. If this imported rice, 4,076,097 koku, 
be added to the average quantity of rice produced, it would make 
a total of 56,570,758 koku. This amount would represent the 
average quantity of rice consumed during the period under con- 
sideration, provided no rice is exported. Though the native rice 
commands a higher price, some of it is exported to other countries 
chiefly for the consumption of Japanese living there. During the 
period under consideration the rice exported averaged 272,121 
koku per year at at value of yen 5,627,997. This shows that the 
quantity of the export was about 7 per cent., while the value was 
about 10 per cent. of the import. When the price of rice rises 
it can be steadied by the importation of foreign rice, but when 
it gets so low as to cause loss to the producers it is very difficult 
to bring the price up again to a normal standard, because there 
is not sufficient market abroad for Japanese rice. Elasticity and 
adjustment of the price of rice seem to be one-sided. Hence at 
the last meeting of the Agricultural Committee for the Adjust- 
ment of the Price of Rice in Tokyo the establishment of rice 
granaries in different prefectures was recommended as the only 
effective method of keeping up the price to a normal standard. 
But the most natural and the most economical way of adjusting 
the price, whether high or low, must be to open world markets to 
Japanese rice. The following table shows the price of rice per 
koku per decade since the Restoration :— 


From 1868 to 1877 Yen 6.36 From 1898 to 1907. +=Yen 13.33 
» 8878 ,, 1687 os 6 a » 1908 ,, 1912 5 &612 
» 1888 ,, 1897 » 8.09 


During these forty-five years the minimum price was yen 3°88 
per koku, in 1872, and the maximum price was yen 20°72 per koku, 
in 1912. 

Can the cultivation of paddy fields be organised as a business? 
They are now simply employment fields, that is, farmers employ 
their time and get a wage-income, but nothing more. Cannot 
culture on a large scale be introduced? ‘The extreme small-scale 
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culture or spade farming is still the chief method of rice culture. 
How can improvement be introduced into this national industry 
so as to elevate it as a business? Prosperous rural economy de- 
pends much upon the solution of such a vital problem. According 
to recent statistics the total number of farming families was 
5,453,969 in the year 1915, while the total area of paddy fields 
was given as 2,965,566 cho. The average area per family is a 
little over 0°5 cho. The total area of upland farms is given as 
2,893,760 cho, so that the average area per family is also a little 
over 0°5 cho. Both being added together it will make a little 
over one cho per family. One cho of arable land, which is equi- 
valent to about two acres and a half, is not sufficient to make 
farming a prosperous business. Consequently the farmers are 
farm labourers who employ their time on their own or tenanted 
land in order to earn wages, but they obtain no profits on other 
business undertakings. This wage-income :is not enough to 
support farmers’ families. Therefore subsidiary occupations are 
necessary in order to eke out an existence ; but, as in France, as 
there are not many profitable industries in rural districts where 
they can employ their surplus time, the farmers migrate from the 
rural communities to the cities and industrial centres. This is 
a vital national problem, which must not be overlooked. This 
rural exodus is, however, not a thing entirely to be regretted in 
Japan. It may give a much-needed stimulus to the reorganisation 
of the rural communities and the improvement of agriculture. 
It is hardly possible that this rural exodus will be carried to such 
an extent as to leave arable lands uncultivated or villages de- 
serted. On the contrary, we can maintain the productivity of 
the soil, or even make it more productive, by reorganising agri- 
culture, even though there may be some exodus of the rural 
population to the urban districts. How we shall accomplish this 
reorganisation is a grave question which the people must seriously 
consider. 

I have shown above that the average area cultivated by one 
farmer family is a little over one cho, but a great majority of 
farmers cultivate considerably less than one cho. In the year 
1915 the following statistics were given by the government 
authorities :— 

Area cultivated per farmer family, under 0.5 cho 1,990,275 families, 36.64% 


ma oo over 0.5 ,, 1,823,895 ,, 33.357 
eV = » 1.0,, 1,092,157 ,, 19.95% 
- a - 20. Bee « 6.10° 
vo vs » 2&0, 140,967 ,, 2.74%, 
= pe Ms 68,154 4, 1.22% 





Tota] ... 5,453,969 100.00% 
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Thus 70 per cent. of the farmers cultivate an area less than one 
cho. No rice industry, however intensively it may be carried on, 
can flourish on such a small patch of ground. Hence the re- 
organisation of agriculture in Japan so as to increase the area of 
arable lands is most urgent. This can be done by turning some 
portions of the forest lands into arable lands. The extent of the 
forest lands is three times as large as the arable lands. In 1915 
the total area of all kinds of forests, namely, Crown, State, Com- 
munal, Temple, and private forests, was given as 18,640,873 cho. 
Perhaps on account of the difficulty of irrigation the newly re- 
claimed lands cannot be turned into paddy fields. If so, we could 
here grow upland rice, or, more profitable still, raise stock, 
whether horned cattle, sheep, or pigs. The income from these 
sources will greatly supplement that from the original paddy 
fields on upland farms. Moreover, manures are a great asset to 
the farmers, as they enable them to keep up the fertility of the 
soil. The introduction of stock will naturally lead to the cultiva- 
tion of grasses and root crops, and hence more work-horses, with 
ploughs, harrows, cultivators, and other tools will come into use. 
The rice industry accompanied by the raising of a small amount of 
stock will greatly ameliorate the condition of the farmers. Seri- 
culture, hitherto known as the great subsidiary occupation, and 
stock-raising, the new subsidiary occupation, both being united 
in an organisation, will make the rice industry a profitable busi- 
ness, and the farmer’s life endurable and even happy. 
SHOSUKE Sato 


Tut HoxKKaipo IMPERIAL UNIVERSITY, 
Sapporo, JAPAN. 


AN ANALYSIS OF THE INCREASED Cost OF CLOTHING MATERIALS 
DURING THE PERIOD JULY, 1914, To OcToBER, 1918. 


Ir is a noteworthy fact that during the period July, 1914, to 
October, 1918, the cost of clothing and clothing materials has 
increased at least by 290 per cent., whereas the increase in food- 
stuffs generally has been stated at 129 per cent. 

Of the main items constituting the family budget of an artisan, 
clothing and clothing materials have risen more than propor- 
tionately to the other items. In view of the fact of the general 
accusation of profiteering, there would appear to be a prima facie 
charge against clothing manufacturers and retailers. It is diffi- 
cult, however, to substantiate such a charge owing to the lack of 
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sufficient evidence as regards retail prices of clothing and clothing 
materials of a standardised quality. 

In spite of the lack of retail price quotations, it has been possi- 
ble to trace the cost of each process with respect to woollen and 
cotton goods up to the point of manufacture. 

In discussing the problem it is necessary to keep in mind the 
fact that the rapid rise in general prices is due in part to monetary 
causes and to fundamental economic changes. It is not the pur- 
pose of this article to deal with these two causes; what is aimed 
at is to measure the increases in the costs of various processes, 
by means of index numbers based on actual market prices. On 
the basis of these numbers “theoretical” or ‘expected ” increases 
in costs have been calculated and these ‘‘expected” increases 
are later compared with the actual prices extant in October, 1918. 
The raw materials and semi-manufactured products under con- 
sideration are “standard” throughout the period. 

It is necessary to point out that with regard to prices in the 
wool textile industry, such prices are “worsted,” the reason for 
this being that the woollen manufacturer is usually a ‘composite 
unit,” i.e., he takes the raw material and turns out the finished 
article. The worsted trade represents the other extreme of in- 
dustrial organisation, specialisation of processes being very pro- 
nounced. In worsted manufacturing the following distinct 
processes are well marked :— 

1. Wool merchanting. 

Top making and combing. 

Yarn spinning. 

Manufacturing. 

Dyeing and finishing. 

As a consequence of this specialisation in processes the cost of 
the manufacture of a worsted cloth can be traced from stage to 
stage. 

It is possible to obtain prices for standard qualities of wool, 
tops, and yarns at any time. The index numbers of the average 
four-monthly prices are detailed below. 

Turning to cotton, the index numbers for raw cotton, cotton 
yarns, and cotton piece goods have been based on market prices 
as quoted in the Manchester Guardian. 1t has been possible to 
get a stage further in the investigation of cotton prices than in 
worsted prices. 

In Table I., “Index Numbers of English Wools,” the net 
increase on July, 1914, prices is 117 per cent. Three types 
of English wools are given, but it was found on a further inquiry 


» 90 20 


on 
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embracing thirteen types that the index number was hardly 
affected at all. 

With regard to Colonial and British tops, there is a net in- 
crease during the period of 142 per cent. This clearly does not 
lead to the assumption that any appreciable element of profiteering 
has taken place in wool combing and top making, especially when 
the increases in wages and standing charges, 80 per cent. and 
10 per cent. respectively, are taken into consideration. In com- 
parison, however, the index numbers for worsted yarns show a 
remarkable difference. There is an increase in the period of 
295 per cent. If the charge of profiteering is to be justified, it is 
here. 

Assuming that tops and other material have advanced by 
equal amounts, 140 per cent., and that raw materials account for 
75 per cent. of the cost of production, that wages account for 
12°5 per cent. and have advanced by 80 per cent., and that 
standing charges accounting for 12°5 per cent. have advanced by 
10 per cent., we get the following expected increase in the price 
of yarn :— 

(140 x 6) + (80x 1) + (10x 1) 14g 9 
8 ° 
On the assumption that one-sixth of the machinery be idle, the 
standing charges would have to be increased by approximately 
20 per cent. Consequently the final expected increase would not 
exceed 139 per cent. The difference between the actual increase 
of 295 per cent. and the “expected” increase of 139 per cent. 
evidently requires some explanation to justify it. There is no 
doubt that spinners have availed themselves of every opportunity 
for demanding maximum prices. In the same manner it is 
possible to arrive at an “‘expected ” increase in the price of cloth. 
Assuming the proportionate value of yarn in the cost of produc- 
tion as 60 per cent., and the price of yarn increased by 295 per 
cent., labour, which accounts for about 20 per cent. of the cost 
of production, has increased by 80 per cent., while standing 
charges, which have increased by 15 per cent., account for 20 
per cent. of the cost of production, we arrive at the following 
expected increase in the price of cloth :-— 
(295 x 6) + (80x 2) + (10x 2)_ 195.9 07, 
10 . 
Taking the machinery idle as about one-fourth and the standing 
charges to be increased accordingly, we get an expected increase 
of 227 per cent., which would make a July, 1914, cloth at 5s. 
now cost 16s. 4d. 
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Cotton. 


On the whole there is a great deal of similarity between cotton 
and wool textile prices. Just as in wool prices, the indictment 
of profiteering would appear to be most supportable in the case of 
the spinner. 


Percentage Increases on July, 1914, Prices. 


Jan., July, Jan., July, Jan., FG Jan., July, Oct., 
1915. 1915. 1916. 1916. 1917. 1917. 1918. 1918, 1918. 


English Wool ... 17 50 59 58 80 106 117 #117 °~= «#117 
Colonial Wool ... 13 3 21 4l 115 1389 139 139 += =139 
Tops ape ee) 51 65 63 109 106 127 142 ~=« 142 
Yarns... ce 9 62 76 92 131 166 228 241 295 
Raw Cotton «os oO 21 17 20 77 200 245 220 256 
Cotton Yarns ... 26 14 25 29 80 154 270 311 421 
Cotton Cloths ... 18 14 13 17 51 100 214 254 343 


The most striking feature of the above table is the difference of 
the percentage increase between the raw material and the yarn. 


Wool... «. BW 6 Cotton ... «.. 256 a 
Yarn... ... 295 } 178 % Cotton Yarns . ar} 165 % 


In eile of the fact that cotton yarns have ‘eau by 421 per 
cent., whereas worsted yarns have risen by 295 per cent., the 
relative increase from raw material to yarns is greater in the 
case of worsted than cotton. 

The most noticeable feature, however, is the fact that the 
finished article, cotton cloth, has actually increased less in price 
than the yarn: 343 per cent. as against 421 per cent. Finally, 
it would appear that the rapid increase in the price of clothing 
and clothing materials is hardly legitimate, and that, in the main, 
a considerable element of profiteering is to be found, particularly 
in the intermediate stage of manufacture (spinning). 


TaBLE I.—Index Numbers of English Wools. 
July, 1914, Price=100. 
July, Nov., July, Nov., fies Nov., July, Nov., July, Oct., 
1914, 1914. 1915. 1915. 1916. 1916. 1917. 1917. 1918. 1918. 


Lincoln Hogs... 100 117 154 154 162 171 208 208 213 213 
South Down Ewes 100 114 146 149 149 162 203 203 219 219 
Best Scotch Cross- 





bred Hogs... 100 120 150 155 164 173 209 209 218 218 
English Wools 
average ... ... 100 117 150 153 158 169 206 206 217 217 


TaBLE II.—Index Numbers of Tops, Worsted Yarns, Raw Cotton, 
Cotton Cloths. July, 1914, Price=100. 


July, Nov., July, Nov., —_ Nov., July, Nov., July, Oct. 
1914. 1914. 1915. 1915. 1916. 1916. 1917. 1917. 1918. 1918. 


Colonial & British 


tops... ... .. 100 115 151 139 163 196 206 206 242 242 
Worsted yarns ... 100 105 162 157 192 218 266 304 373 395 
Raw cotton... ... 100 72 79 100 120 171 #300 334 324 = 356 


Cotton cloths ... 100 — 86 98 117 141 200 255 354 443 
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TaBLE [II.—Index Numbers of Cotton Yarns.* 
July, 1914, Price=100. 


July, July, Nov., July, Nov., July, Nov., July, Oct., 
1914. 1915. 1915. 1916. 1916. 1917. 1917. 1918. 1918. 


32s Cap Twist ... 100 84 104 125 161 239 296 489 6548 
60s Egyptian... 100 82 101 131 198 249 274 384 445 
20s Water Bundle 100 94 109 134 165 264 316 491 554 
16s Weft... ... 100 84 107. +128 161 262 313 497 ~=#=©539 
All Yarn... ... 100 86 105 129 171 #254 300 465 ~= 521 


* Extracted from the Manchester Guardian. 


A. S. Fieri 





OFFICIAL PAPERS. 


Report of the Committee on Currency. 


THE Committee appointed last January to consider the problems 
which will arise in connection with currency and the foreign ex- 
changes after the war have presented a first interim report 
[Cd. 9182.] Lord Cunliffe is the Chairman of the Committee, and 
the other members, all of whom sign the report, are :— 

Sir Charles Addis, Hong-kong and Shanghai Banking Corpora- 
tion ; the Hon. Rupert Beckett, Beckett and Co. ; Sir John Brad- 
bury, K.C.B., Secretary to the Treasury; Mr. G. C. Cassels, 
Bank of Montreal; Mr. Gaspard Farrer, Baring and Co.; the 
Hon. Herbert Gibbs, Antony Gibbs and Sons; Mr. W. H. N. 
Goschen, chairman of the Clearing Bankers’ Committee ; Lord 
Incheape ; Mr. R. W. Jeans, Bank of Australasia ; Professor A. C. 
Pigou, Cambridge University; Mr. G. F. Stewart, F.S.1., ex- 
Governor of the Bank of Ireland; and Mr. William Wallace, 
Royal Bank of Scotland. 

The main conclusions of the Committee are summarised as 
follows :— 

Before the war the country possessed a complete and effective 
gold standard. The provisions of the Bank Act, 1844, operated 
automatically to correct unfavourable exchanges and to check 
undue expansions of credit. 

During the war the conditions necessary to the maintenance 
of that standard have ceased to exist. The main cause has been 
the growth of credit due to Government borrowing from the Bank 
of England and other banks for war needs. The unlimited issue 
of currency notes has been both an inevitable consequence and 
a necessary condition of this growth of credit. 
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In our opinion it is imperative that after the war the conditions 
necessary to the maintenance of an effective gold standard should 
be restored without delay. Unless the machinery which long 
experience has shown to be the only effective remedy for an 
adverse balance of trade and an undue growth of credit is once 
more brought into play, there will be grave danger of a progressive 
credit expansion which will result in a foreign drain of gold 
menacing the convertibility of our note issue and so jeopardising 
the international trade position of the country. 

The pre-requisites for the restoration of an effective gold 
standard are :— 


(a) The cessation of Government borrowing as soon as possible 
after the war. We recommend that at the earliest possible 
moment an adequate sinking fund should be provided out 
of revenue, so that there may be a regular annual reduc- 
tion of capital liabilities, more especially those which con- 
stitute the floating debt. 

(b) The recognised machinery, namely, the raising and making 
effective of the Bank of England discount rate, which before 
the war operated to check a foreign drain of gold and the 
speculative expansion of credit in this country, must be 
kept in working order. This necessity cannot, and should 
not, be evaded by any attempt to continue differential rates 
for home and foreign money after the war. 

(c) The issue of fiduciary notes should, as soon as practicable, 
once more be limited by law, and the present arrangements 
under which deposits at the Bank of England may be ex- 
changed for legal tender currency without affecting the 
reserve of the banking department should be terminated 
at the earliest possible moment. Subject to transitional 
arrangements as regards currency notes and to any special 
arrangements in regard to Scotland and Ireland which we 
may have to propose when we come to deal with the ques- 
tions affecting those parts of the United Kingdom, we 
recommend that the note issue (except as regards existing 
private issues) should be entirely in the hands of the Bank 
of England. The notes should be payable in London only 
and should be legal tender throughout the United 
Kingdom. 


CONTROL OF NoTE ISSUE. 


As regards the control of the note issue, we make the following 
observations :— 
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(1) While the obligation to pay both Bank of England notes 
and currency notes in gold on demand should be main- 
tained, it is not necessary or desirable that there should be 
any early resumption of the internal circulation of gold 
coin. 

(2) While the import of gold should be free from all restric- 
tions, it is convenient that the Bank of England should 
have cognisance of all gold exports, and we recommend 
that the export of gold coin or bullion should be subject 
to the condition that such coin and bullion has been ob- 
tained from the Bank for the purpose. The Bank should 
be under obligation to supply gold for export in exchange 
for its notes. 

(3) In view of the withdrawal of gold from circulation, we 
recommend that the gold reserves of the country should 
be held by one central institution, and that all banks should 
transfer any gold now held by them to the Bank of 
England. 


Having carefully considered the various proposals placed before 
us as regards the basis of the fiduciary note issue, we recommend 
that the principle of the Bank Charter Act, 1844, should be main- 
tained—namely, that there should be a fixed fiduciary issue be- 
yond which notes should only be issued in exchange for gold. The 
separation of the Issue and Banking Departments of the Bank 
of England should be maintained, and the Weekly Return should 
continue to be published in its present form. 

We recommend, however, that provision for an emergency be 
made by the continuance in force, subject to stringent safeguards 
(recommended in the body of the report), of section 3 of the Cur- 
rency and Bank Notes Act, 1914, under which the Bank of Eng- 
land may, with the consent of the Treasury, temporarily issue 
notes in excess of the legal limit. 

We advocate the publication by the banks of a monthly state- 
ment in a prescribed form. 

We have come to the conclusion that it is not practicable to 
fix any precise figure for the fiduciary note issue immediately after 
the war. 

We think it desirable, therefore, to fix the amount which 
should be aimed at as the central gold reserve, leaving the fiduciary 
issue to be settled ultimately at such amount as can be kept in 
circulation without causing the central gold reserve to fall below 
the amount so fixed. We recommend that the normal minimum 
of the central gold reserve to be aimed at should be, in the first 
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instance, £150,000,000. Until this amount has been reached 
and maintained concurrently with a satisfactory foreign exchange 
position for at least a year, the policy of cautiously reducing the 
uncovered note issue should be followed. When reductions have 
been effected, the actual maximum fiduciary circulation in any 
year should become the legal maximum for the following year, 
subject only to the emergency arrangements previously recom- 
mended. When the exchanges are working normally on the basis 
of a minimum reserve of £150,000,000, the position should again 
be reviewed in the light of the dimensions of the fiduciary issue 
as it then exists. 

We do not recommend the transfer of the existing currency 
note issue to the Bank of England until the future dimensions of 
the fiduciary issue have been ascertained. During the transitional 
period the issue should remain a Government issue, but new 
notes should be issued, not against Government securities, but 
against Bank of England notes, and, furthermore, when oppor- 
tunity arises for providing cover for existing uncovered notes, 
Bank of England notes should be used for this purpose also. De- 
mands for new currency would then fall in the normal way on the 
banking department of the Bank of England. 

When the fiduciary portion of the issue has been reduced to 
an amount which experience shows to be consistent with the main- 
tenance of a central gold reserve of £150,000,000, the outstanding 
currency notes should be retired and replaced by Bank of England 
notes of low denomination. 


OTHER OFFICIAL PAPERS. 


Report of the Working Classes Cost of Living Committee, 1918. 
[Cd. 8980. ] 

By way of family budgets it is estimated that the general average 
rise in expenditure is 74 per cent. from July, 1914, to July, 1918, 
and that the increase over July, 1914, was in September nearly 
80 per cent. There are counter-balancing factors which do not 
admit of statistical measurement. 


Report of the Treasury Committee on Bank Amalgamations. 
[Cd. 9052.] 

THE new type of amalgamation, union of one large joint stock 
bank with another similar bank, presents dangers of reduced com- 
petition, and even of a money trust, which justify some measure 
of Government control. 

No. 112.—vo.. xxviii. II 
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Annual Report of the Chief Inspector of Factories and Workshops 
for the Year 1917. ([Cd. 9108.] 

THERE are included reports on hours of work (becoming shortened 
with good effect) by G. Bellhouse; on the substitution of women 
and girls in industry by Miss Anderson (exhibiting the funda- 
mental contrast—hidden by pre-war conventional views—between 
occupations that can be and may have to be permanent for women, 
and those that are preferably only temporary); on doping in air- 
craft (an unhealthy process), by W. 8. Smith; and on trinitrotoluene 
poisoning, by Mr. T. M. Legge. 


Fifty-fourth Annual Report of the Registrar-General for Ireland... . 
Marriages, Births, and Deaths during the Year 1917. 
[Cd. 9123.] 

THE marriage-rate, the birth-rate, and the death-rate are each 
below the corresponding average for the preceding decennium. The 
birth-rate, 19°9 per 1,000, is the lowest recorded for Ireland. The 
number of births was 86,370, among which there were 10,001 twin- 
births and ten triplets. 


Report of the Departmental Committee for Inquiring into the 
Principles which should Determine the Fixing of Salaries for 
Teachers in Secondary and Technical Schools (other than 
University Institutions). [Cd. 9140.] Summaries of Evidence. 
[Cd. 9168. } 


AmonG other important conclusions may be noticed that which 
relates to the payment of lower salaries to women than to men 
teachers. It is pointed out that hitherto occupations other than 
teaching have been more open to men than to women. Also, 
‘* whereas both men and women usually contemplate marriage and 
the responsibility for a family, this represents a financial liability 
for a man which does not fal] upon a woman. . . . The result is that 
a salary which will attract a woman will not necessarily attract a 
man of similar qualifications. The case of a man teacher who 
remains unmarried ‘‘ may create a sense of hardship. .. . But until 
the State deliberately endows marriage or paternity, it is imprac- 
ticable for such a policy to be introduced in a single service.”’ 


War PRICES IN THE UNITED STATES. 


BEFORE the war the Federal Bureau of Labour Statistics was 
the chief official purveyor of prices and index numbers in the 
United States. This Bureau has continued to compile its widely- 
known series of wholesale and retail prices, and administrative 
exigencies have led to the organisation of two new agencies to 
deal with special price data. 


aaa 





























1918] WAR PRICES IN THE UNITED STATES 461 


Shortly after the Food Administration was created it set up a 
Statistical Division under the charge of Dr. Raymond Pearl, a 
distinguished statistical biologist. Among the duties assigned to 
this division was the collection of retail and wholesale prices of 
staple foodstuffs, and a few articles largely used in the produc- 
tion of foods, such as binder twine. The weekly reports on these 
subjects have been confidential, designed for the guidance of the 
officials in charge of the various commodity sections into which 
the Food Administration is divided. But the Statistical Division 
has issued occasional statements for the benefit of the general 
public—notably one statement which argued that the average 
increase in the country’s bill for foodstuffs has been much less 
than the Bureau of Labour Statistics’ figures show. 

Scientifically the most interesting of Dr. Pearl’s published 
reports is a bulletin entitled ‘General Index Numbers of Food 
Prices on a Nutritive Value Base.” There are two of these index 
numbers, one made from the producer’s prices of twenty staple 
foods, as shown in the monthly crop reports of the Department 
of Agriculture ; the second, made from the wholesale market prices 
of twenty-six foods compiled by the Food Administration itself. 
The distinguishing characteristic of both series is that each quoted 
commodity price is weighted “in proportion to the food value, ex- 
pressed in calories, of the average production of that commodity 
in the three years preceding the war.” When the “absolute” 
index numbers made in this fashion are turned into relatives with 
the 1911-1913 averages as 100, it appears that the increase in price 
received by wholesale dealers has been distinctly less than the in- 
crease received by farmers. In May, 1918, the wholesale price 
index was 179, while the producer’s price index was 218. Further, 
‘the general level of wholesale prices of foods [in May] is fourteen 
points lower than it was a year ago, when the work of the United 
States Food Administration began,” while producer’s prices are 
two points higher than in May, 1917. ‘We see,” Dr. Pearl con- 
cludes, ‘“‘in the history of producers’ and wholesale prices during 
the past year an occurrence which would, in normal times, be 
regarded as an economic miracle. ‘The wholesale prices of food- 
stuffs have been significantly lowered while the price level for the 
basic food raw materials on the farm was going higher. This 
result has been accomplished by the elimination to a very large 
degree of wasteful practices and profiteering in the food distribut- 
ing and manufacturing industries. The net result shows with 
great clearness one phase of the economic benefit which the con- 
sumer has derived from the activities of the Food Administration, 

I12 
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without economic detriment to the farmer.” As may be judged 
from these conclusions, the bulletin is of lively interest to econo- 
mists as well as statisticians. 

In April, 1918, Mr. Edwin F. Gay, Director of the Division of 
Planning and Statistics, organised a Price Section, which, after 
a brief connection with the Shipping Board, was transferred to 
the War Industries Board. This Section is primarily a “service 
bureau,” that is, it does special jobs for other Government agen- 
cies. The Shipping Board in its effort to transfer tonnage from 
commercial to military use, the War Trade Board in its exports- 
conservation work, the War Industries Board in exercising control 
over raw materials and manufacturing processes, the Tariff Com- 
mission and other bureaux that share in the complicated task of 
reorganising the country’s business, call upon this Section when 
they need information about prices. The articles concerning which 
they inquire are frequently articles included in no index number— 
for example, casein, imported cigarette paper, light Mexican crude 
oil, burlap, and snuff. Further, they often require not one or two 
representative sets of quotations but a more or less exhaustive list. 
The bulletin prepared by the Price Section on rag prices, for in- 
stance, quotes eight standard kinds of rags monthly since 1913, 
and gives current figures on a list of thirty-seven varieties. As a 
result of its efforts to meet such demands, the Price Section is 
accumulating a large and most miscellaneous body of price quota- 
tions. 

The most regular customer of the Price Section is the Price 
Fixing Committee of the War Industries Board. In the perform- 
ance of its complicated and responsible duty this Committee draws 
upon the administrative officials of the Commodity Sections of the 
War Industries Board for technical advice, upon the Federal Trade 
Commission for cost studies, and upon the Price Section for 
market quotations running back to 1913. The articles on which 
the Price Section has made special reports to the Price Fixing 
Committee range from great staples like cattle hides and yellow 
pine lumber to specialities like fluor-spar, mohair, formaldehyde, 
and chestnut extract. 

While administrative calls for data take priority over other 
work, the Price Section endeavours so far as it can to make 
systematic studies. Its chief accomplishment in this direction 
has been the preparation of a Book of Price Charts, including 
about 90 staple commodities and a few index numbers borrowed 
from the Bureau of Labour Statistics. The charts are reproduced 
upon translucent paper and so arranged that one may be laid upon 
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another for purposes of comparing the fluctuations of any two or 
three commodities. In addition, the Section is making careful 
comparisons between the fluctuations of prices in different coun- 
tries. The English-American comparison, based upon identical 
lists of commodities in the two countries, has been carried far 
enough to justify the statement that the price level has risen since 
1913-14 distinctly more in England than in the United States. 
Other studies under way or in prospect are concerned with those 
commodities whose prices have been and others whose prices have 
not been officially fixed, with the rise of prices in the United States 
during the present and the Civil War, etc. Finally, the Price 
Section is working upon a classification of commodities in all im- 
portant branches of business with the aim of ultimately providing 
a comprehensive exhibit of the price phenomena that have accom- 
panied the great upheaval. 

As yet, none of the materials compiled by the Price Section 
have been published. As we approach the period of reconstruc- 
tion, however, it seems probable that information concerning price 
changes will become a matter of pressing interest to large circles. 
There is therefore ground for hoping that the permanently valuable 
part of the data, including significant summaries of the general 
trend, may be made accessible to all economists. 

WESLEY C. MITCHELL 


E\XXTRACTS FROM GERMAN PERIODICALS RELATING TO 
RECONSTRUCTION. 


CONTINUING his series of articles on German financial reform 
in Plutus (Sept. 11, 25) Georg Bernhard discusses the proposal 
for an extraordinary levy on capital (Vermégensabgabe). He 
notes that the levy is advocated both by representatives of the 
working classes, and by manufacturers, bankers, and business men 
in the highest tax-paying group. The Socialist championship of 
the levy is based on the popular principle ; those able to pay taxes, 
i.e., the rich, ought to pay. It is the same principle which for 
years has induced Social Democrats to support direct taxation and 
taxes on capital. On the other hand the rich, who in normal times 
have never shown any enthusiasm for direct taxation and especially 
for taxes on property, are in favour of as large a levy as possible on 
capital precisely owing to their disinclination towards direct taxa- 
tion. They recognise clearly that in view of the extraordinary 
financial requirements of the country any future scheme of finan- 
cial reform must make large demands on the richer classes, and 
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they prefer a levy on capital, large though it may be, to permanent 
taxation and to a permanent greatly increased income-tax. 

The classical objections to the taxation of capital are not de- 
cisive. True, the reasons advanced by taxation theorists against 
actual taxation of capital which have been considered valid in the~ 
past still hold good to-day. The State has to rely on a permanent 
imposition of taxes, and it is a fundamental error to impose a tax 
which, if logically applied, will, in the course of time, destroy the 
source from which a permanent revenue is desired. But all taxa- 
tion theorists admit that the objections to a tax on capital must be 
waived when the State is in danger. Then it becomes urgently 
necessary to bleed fortunes, and especially large fortunes. Such 
an urgent necessity most certainly exists in the present position 
of the German Empire. 

Another objection to the levy on capital which has been put 
forward is the technical impracticability of carrying it out. Diffi- 
culties there will be, though they will, of course, be least in the 
case of capital in cash, Stock [Exchange securities, etc., 7.e., 
“mobile” capital. But even then the difficulty would arise that, 
when capital is invested in securities, a dislocation of the secu- 
rity market might ensue when large numbers of securities were 
suddenly thrown upon it owing to the compulsory payment of the 
levy. But given the necessity of avoiding such a state of affairs 
this does not connote the impracticability of carrying out the levy, 
but means that steps must be taken to make it possible to pay 
the levy otherwise than in cash. It is obvious that it will not be 
sufficient to declare a definite sum as the amount of the capital 
upon which the levy is to be made, but a detailed statement will 
be required giving the fullest information as to the capital and its 
investment, which, in the case of “mobile” capital, the State 
might receive in payment securities selected by the taxpayer. 

The simplest way of making the levy would be the surrender 
of war loan stock. The State would find this very much to its 
advantage inasmuch as this stock represents a large amount of in- 
debtedness, and, if it guaranteed that the stock should be reckoned 
at par value, most holders of loan stock would be willing enough 
to pay the levy on capital by its surrender. The State would 
simply delete a sum corresponding to the stock surrendered from 
its debit account. Matters would not be quite so simple in the 
vase of other securities. In all probability the State would not only 
receive in payment a number of diverse securities, but every tax- 
payer would probably try to unload securities with which he might 
The State would have to reckon with being paid 
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desire to part. 
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to a considerable extent in securities which their possessor found 
it difficult to realise. The State would find it difficult at once to 
resell the securities, and in many cases the banks would only have 
been able to offer unfavourable prices, not only because they might 
deem the moment suitable for dealing in securities at specially 
low prices, but because, if the State desired a speedy sale of these, 
the very conditions might be engendered which it was desired 
to avoid. This general impulse to sell securities would result 
in a slump in the prices of all securities offered. Accordingly, the 
State would have to proceed very slowly with the liquidation of 
the securities handed over to it. This would probably necessitate 
the establishment of an Imperial Bank for the realisation of secu- 
rities (Reichsverwertungsbank) to which the Imperial Authorities 
would transfer all the securities they received. The author pro- 
ceeds to show at length, with reference to German institutions, 
that it would not be impracticable to deal with the securities 
levied. 

Continuing in Plutus (October 9th) Bernhard discusses pay- 
ment of a levy by annual instalments. He fears that the annual 
instalments to be levied on capital mignt become a permanent 
institution, and would accordingly take the shape of a recurring 
tax on capital. When once a sum thus raised has found 
its way into the annual budget, future Imperial Finance 
Ministers will have no desire to dispense with it; and long years 
of experience have shown Germans that even taxes which are 
economically injurious in their effects, although shown to be un- 
tenable, are never rescinded. 

It has been proposed as a via media that it should be per- 
missible to pay the levy either by instalments or in a lump sum. 
Those who favour this suggestion start with the assumption that 
the latter method of payment may encounter difficulties. There 
may, of course, be cases in which a single payment might prove 
difficult, but such cases would be extremely rare, and must be 
treated as exceptional, and under no circumstances should the 
taxpayer be given the option between paying a lump sum and by 
instalments, for in the latter case the complications would not be 
diminished but increased. If the payments of the levy were to be 
extended over ten years, it would, in many cases, be probable that 
the financial position of a taxpayer would change considerably to 
his disadvantage, quite apart from the fact that he would frequently 
attempt to lessen his liability to pay taxes, and endless protests 
and actions at law would ensue. 

The Weser Zeitung (Sept. 23rd) contains a review of a book by 















466 THE ECONOMIC JOURNAL [DEC. 


Dr. Grossmann, lecturer at the University of Berlin, entitled 
Der Handelsboycott gegen Deutschland in franzésischer Beleuch- 
tung (French views of the commercial boycott of Germany— 
Nos. 5 and 6 of the series of works on “ Wholesale Trade and the 
German Economic System,” issued by the Central Association of 
German Wholesale Trade. Berlin : Published by Reimar Hobbing. 
Mk.1.20). Dr. Grossmann commences by enumerating the resolu- 
tions of the Paris Economic Conference, and points out several con- 
tradictions inherent jn them. He claims that the:advocates of pro- 
tection in England as well as most of the English Chambers of Com- 
merce favour a policy aimed at the economic exclusion of Germany 
after the war. He then goes on to discuss the question whether 
Germany should adopt a similar policy of exclusion or should 
merely regard the Paris resolutions as the outcome of a state of 
panic existing when they were passed. He stigmatises as most 
objectionable the purely commercial point of view that trade in 
manufactured articles invariably betokens a disadvantage to im- 
port trade, explaining his meaning by asserting that the develop- 
ment of German industries during the war affords Germany a 
sound guarantee against the paper resolutions of the Paris Con- 
ference. He quotes freely from the utterances of the well-known 
French economist, M. Gide, who has always held himself aloof 
from Chauvinism. M. Gide has asserted that the economic life 
of Germany cannot be dispensed with permanently by the Entente 
Powers and has practically admitted that “there is only one way 
to destroy the economic predominance of Germany and that is to 
do the same as the Germans, and where possible to do even better.” 
Dr. Grossmann quotes M. Gide as having said : ‘‘ Those who desire 
an economic war ought rather to attempt to open up the Central 
European market, and, should the war result in their being able 
to exact conditions, that would seem the first condition they should 
demand. From the standpoint of the economic or even the in- 
tellectual development of France, it is impossible to admit. that 
we can be shut off from Central Europe by a wall without doors 
or windows against which France will always remain leaning. 
But it is quite impossible to make an opening from one side of the 
wall without leaving it open from the other side.” In conclusion, 
Dr. Grossmann claims that the idea of an economic war even in 
Entente countries is by degrees becoming recognised as an eco- 
nomic hallucination. He considers that even in the transition 
period German trade will be able to count upon this fact ; with this 
view the reviewer finds himself unable to agree without further 
ado. In any case it would be a mistake, he considers, for Ger- 
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many not to make preparations to guard against an economic 
offensive by her enemies. 

An article in Der Welthandel (Oct. 12th) discusses the pros- 
pects of the German economic system in the event of peace being 
concluded on the lines of President Wilson’s proposals. The panic 
on the Berlin Stock Exchange has induced a feeling of pessimism, 
but the sharp fall in prices was not, the article claims, occasioned 
by any fears as to Germany’s economic future, but was largely due 
to a reaction consequent upon the exaggerated prices which have 
obtained for so long. It would be idle to deny that the peace on 
President Wilson’s terms will bring about momentous changes in 
the structure of Germany’s economic system, but the production 
and labour of a nation like Germany cannot be dispensed with by 
other nations, especially at a time when a shortage of goods and 
manufactured articles will prevail everywhere. Coal and iron, the 
main props of every vigorous industry, are found in abundance in 
Germany, and the war has caused the importance of lignite and 
its by-products to win more general recognition. Germany’s zinc 
resources enable her to employ this valuable metal as a substitute 
for copper and other metals, while other nations cannot dispense 
with the high scientific standing of German chemists and engi- 
neers. If the dreams of many industrialists as to a westward 
extension of Germany’s iron deposits are doomed to disappoint- 
ment, she has ample supplies of her own, and will also have at 
her disposal Russo-Caucasian ores, quite apart from those of 
Sweden and Spain. 


CURRENT TOPICS. 


THE following have been elected to membership of the Royal 
Economic Society :— 


Arnold, 8., M.P. Law, C. A. 

Boyd, H. R., O.B.E. Lennard, R. V. 
Chambers, Sir T. G., K.B.E. Mehta, N. C. (life). 
Collyer, E. W. Mildmay, A. 

Dass, S. Morland, C. J. 
Debenham, E. R. (life). Mullens, A. L. 
Howitt, H. G. Murray, J. W. (life). 
Irwin, J. W. Nixon, J. W. 
Kimitsuka, S. Oldfield, P. J. 
Kinley, Prof. D. Pathy, C.8.K.S. 


Kirk, Capt. J. R. Pavlovsky, G. A. 
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Pee, C. S. (life). Swanwick, K. 

































Peddie, J. T. Tilak, R. 

Preater, C. J. Ward, S. M. 

Shang, S. S. (life). Wood, H. R. 

Smith, D. J. Wolff, R. : 
Soward, A. W., C.B. Yang, C. (life). 


The following have been admitted to Library membership :— 
Workers’ Educational Association, New Zealand; Social Service 
Council of Canada. 


FIFTEEN years have now elapsed since we announced the in- 

stitution at Oxford of a Diploma in Economics (Economic JouR- 

NAL, Vol. XIII., p. 278). The seed which was sown in 1903 

has germinated ; as we judge from the recent report of the Com- 

mittee for Economics and Political Science. In the fourteen 

years 1905-18 inclusive 231 candidates have presented themselves 

for examination, 96 have been adjudged worthy of distinction 

and 99 have satisfied the examiners. Of this total of 195 who 

have obtained the Diploma 176 have been men and 19 women. 

Of 28 post-graduate male candidates who have been successful in 

gaining the Diploma 22 (including one Master and 21 Bachelors) 

have secured Distinction. A Doctor of Laws of the University of 

Athens, a Bachelier-és-Lettres of Paris, a Surveyor of Taxes at 

Oxford, 26 working-men from Ruskin College, and 20 Rhodes 

Scholars have been placed in this category. Students who have 

received the Oxford Diploma have subsequently been appointed 

to professorial and teaching posts in the Universities and to ad- ; 

ministrative and other positions in the public services of this and ‘ 

other countries. Among such may be mentioned the Chairman of 

the War Trade Intelligence Department in London, the Principal 

of Ruskin College, Oxford, Professors of Public Administration, 

Economics and Commerce at the Universities of Bristol, Kansas 

in the United States, and Dalhousie in Nova Scotia, and the 

Director of Tutorial Classes in Australia. Seven at least, by the 

publication of independent treatises of their own, or by the con- 

tribution of important sections to books, or elaborate articles to 

journals edited by others, have shown that their zeal for and com- 
petence in the subjects studied for the Diploma here has after- 
wards been recognised and maintained. Some have pursued sub- 
sequently successful courses for the Oxford Research degrees. 
With reference to the problems of “reconstruction” it is justly 
observed that many complex affairs and hard problems require 


PASSE AR OR RRTEN ee 


ae ae Oe 




















1918] CURRENT TOPICS 469 


for full survey and firm grasp more than the “little knowledge” 
that is proverbially ‘“dangerous’’; that a trained competent 
acquaintance with Economics and Political Science is indispens- 
able both as stimulus and warning. In conclusion we read that 
since its foundation the institution has not received any grant from 
University funds. A sentence which we quoted in 1903 from a 
leading article of the Times seems still appropriate : ‘ Perhaps the 
Rhodes Trustees will discover that they have power to come to the 
rescue. Perhaps some enlightened millionaire will find the bare 
minimum of working expenses—say £200 to £300 a year.” 








Proressor C. H. OLDHAM, whose articles in the Economic 
JOURNAL for June, 1917, on Industrial Ireland under Free Trade, 
and for June, 1918, on Changes in Irish Exports during Twelve 
Years, will have been noticed by our readers, has resigned the 
Chair of Commerce at University College, Dublin, on his appoint- 
ment to the Chair of National Economics of Ireland. This Chair 
had been rendered vacant by the death at the front in 1916 of 
the brilliant and heroic Lieutenant T. M. Kettle. Professor Old- 
ham had discharged the duties of both chairs since 1915. His 
successor in the Chair of Commerce is Professor B. F. Shields, of 
Galway University College. 


Our. correspondent Professor Achille Loria writes as 
follows: “With the death of Giuseppe Tonivlo, at Pisa, 
on the 7th of October of this year, at the age of 
73, we have lost not only the eloquent and _ learned 
professor of political economy at that university, but an eminent 
scholar, who had devoted himself, during forty years, to the 
triumph of those ideas of which he was in Italy the most con- 
vinced and illustrious defender. After entering the scientific 
arena with a short but considered essay On the Distribution of 
Wealth (1878), he later gave to science a more important con- 
tribution in his excellent book On the Underlying Causes of the 
Economic Power of Florence (1882), in which he demonstrated 
in a definitive manner that the historic struggle between the 
Guelphs and the Ghibellins was essentially a battle between the 
manufacturing interest and the landed property—thus furnishing a 
precious document to the so-called historical materialism. Estab- 
lished subsequently at the head of the Christian Democracy in 
Italy, he developed the economic doctrines of the school in a 
Treatise of Social Economy (1897, 2nd edition 1915), a very 
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remarkable book, not only for its perfect acquaintance with the 
best political economists, but for the clear and courageous denun- 
ciation of the iniquities of the capitalistic system, the remedy of 
which he saw in a radical renovation of the consciences and the 
hearts of men. In these respects the scientific work of Tonivlo pre- 
sents a very marked resemblance to that of Smart. But if we add 
the splendid eloquence of our countryman, which made him the 
most acceptable and influential orator of the Catholic party in 
Italy, the candour of his soul, giving him a superior impartiality 
of judgment in respect to the opinions and parties most opposed 
to his convictions, and his extraordinary modesty, failing, never- 
theless, to hide his loftiness of mind, we cannot but bring a 
sincere tribute of sorrow to his memory, and express the hope 
that his great merits may serve as a lesson and example to the 
young generations crowding themselves into the battlefields of 
sociology. Majorum gloria posteris quasi lumen. 





THE levy on capital was included among the resolutions on 
Reconstruction passed at the Conference of the Labour Party last 
June: “In view of the enormous debts contracted during the 
war, and of the necessity to lighten national financial burdens, this 
Conference demands that an equitable system of conscription of 
accumulated wealth should be put into operation forthwith, with 
exemption for fortunes below £1,000, and a graduated scale of 
rates for larger totals, believing that no system of taxation only 
of income or profits will yield enough to free the country from 
oppressive debts, and that any attempt to tax food or the other 
necessities of life would be unjust and ruinous to the masses of 
the people.” 

The Conference has no great tenderness for Capital. They 
“cannot help noticing how very far from efficient the capitalist 
system has been proved to be, with its stimulus of private profit, 
and its evil shadow of wages driven down by competition often 
below subsistence level.’’ . . . “In the opinion of the Conference, 
the task of social reconstruction to be organised and undertaken by 
the Government, in conjunction with the local authorities, ought 
to be regarded as involving, not any patchwork gerrymandering 
of the anarchic individualism and profiteering of the competitive 
capitalism of pre-war time—the breakdown of which, even from 
the standpoint of productive efficiency, the war has so glaringly 
revealed—but the gradual building up a new Social order based 
.. . on the deliberately planned co-operation in production and 
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distribution, the sympathetic approach to a healthy equality, the 
widest possible participation in power both economic and political. 

The resolutions of the June Conference may be regarded as 
a supplement to and development of the principle laid down in 
the draft report prepared for the Annual Conference at Notting- 
ham last winter, a system which is described as resting on four 
pillars : (a) The universal enforcement of the national minimum ; 
(b) The democratic control of industry; (c) The revolution in 
national finance; (d) The surplus wealth for the common good. 
The details of the edifice which these pillars support should be 
studied in the paper entitled Labour and the New Social Order, 
which may be obtained from the Secretary of the Labour Party, 
1, Victoria Street, Westminster. 














RECENT PERIODICALS AND NEW BOOKS. 


The Edinburgh Review. 


OctToBEeR, 1918. Commerce and Empire. Tue Epitor. The nation- 
alistic conception of commerce is directly provocative of war. 
Imperial Preference involves tariffs prejudicial to the Allies; it 
does not carry out the league against German “ penetration ”’ 
proposed by the Paris Conference. It would not act as a means 
of securing food for England, nor of binding together the Empire. 
Let us not imitate the German blend of nationality and 
commerce. 


The Nineteenth Century. 


OcToBER, 1918. A New Standard Price for Gold. LANCELOT USSHER. 
‘* Whereas the standard price of fine gold is rather less than 
85s. per oz., while gold permitted to be used for trade purposes 
has risen to about 115s. per oz.,’’ it is proposed to alter the 
standard to the latter price, by the concerted action of the 
Allies, to the detriment of the Central Powers (who will have to 
buy back their gold at a heavier cost in goods). Mining would 
become profitable, hoards would be elicited. No one will worry 
about the use of more alloy in the sovereign. 


The Contemporary Review. 


OctToBeR, 1918. Equal Pay for Equal Value. Mrs. Fawcett. This 
principle, which is now rapidly gaining ground, affords the only 
way of avoiding two great evils: (1) pulling down the hardly- 
won male standard of living; (2) ‘‘ the horrors and squalid 
disgrace of a sex war.’’ The argument that men are paid more 
because they have families to maintain is not ignored. 


Bankers’ Magazine. 


Juty, 1918. Banking Amalgamations. The arguments of the 
Treasury Committee (Cd. 9052) for and against amalgamation, 
with some additional considerations, are carefully weighed. 

SEPTEMBER. Some New Points in Banking. Sir R. VW. Ines 
PatGRavE, F.R.S. The Nestor of British Banking keeps up 
his interest in new points. Referring to the July number of 
the Edinburgh Review, he locates the danger that money raised 
in England might be used against English interests. ‘‘ Agency 
Bills ’’ involve this risk. As to the service of banks to industry, 
it is desirable that more institutions, such as the British Trade 
Corporation, should be formed. 
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Quarterly Journal of Economics (Cambridge, Mass.). 


August, 1918. International Tariff Relations as Affected by the 
War. W. 8S. Cunpertson. A lucid classification and useful 
descriptions—in particular of the various preferences granted 
by divisions of the British Empire—lead to the conclusion that 
tariff discriminations between independent nations are not 
distinguishable in principle from preferential tariffs within an 
Empire. If the former are vetoed, the latter should be also. 
Sugar Prices and Distribution under Food Control. R. G. 
Buakey. The balance of advantage—in spite of many disad- 
vantages—is on the side of Governmental control of the price 
and distribution of sugar, under present conditions. Price- 
fixing in the Iron and Steel Industry. ABRAHAM BERGLUND. 
The fixing of iron and steel prices has thus far shown no ten- 
dency to cause reduction of output. Perishable Produce under 
Food Regulation. W. F. Gepuart. The Food Administration, 
particularly the ‘‘ Fair Price Interpreting Board,’’ have stabi- 
lised prices, increased efficiency, not destroyed profits; no doubt 
helped by the absence of normal economic motives during the 
war. The Distributive Relations of Indirect Goods. H. J. 
Davenport. A criticism of some laws enounced by Prof. 
Carver, in particular one endorsed by Prof. Wesley Mitchell that 
the demand for producers’ goods is more sensitive to alterations 
than the demand for consumers’ goods. 

Among the notes and memoranda there is a minute criticism 
of Prof. Taussig’s theory of international trade under depreci- 
ated paper, by Prof. J. B. Hollander; with a rejoinder by Prof. 
Taussig. 





The American Economic Review. 

SEPTEMBER, 1918. Recent Developments in the British Labour 
Movement. G. D. H. Cote. The old union of craftsmen is 
contrasted with the recent organisation of unskilled workers 
as the general labour union, ‘‘a craft union of workers without 
craft.’’ The National Federation of General Workers has now 
a membership over 700,000. The new Labour Party—into 
which women and intellectuals (not exclusive classes) are 
admitted—includes the Independent Labour Party largely 
imbued with Fabian doctrines and trade unionists without any 
theory. The programme of the Labour Party, ‘‘ Labour in the 
New Social Order,’’ seems to the writer pouring new wine into 
old bottles. ‘‘Of freedom,’’ he fears, ‘‘ Mr. Webb has very 
little real conception.’’ The writer’s own ideal is ‘‘ Supplanting 
Capitalism in the Control of Industry.’’ The Central Labour 
Collega aims more directly at this object than the perhaps 
more scientific Workers’ Educational Association. The Agrarian 
Movement in the North-west. James G. DoyLe. Private Colo- 
nisation of the Land. . R. T. Exy. Historical Approach to 
Economics. I. A. Loos. Substance and Shadow in War Finance. 
C. C. Puenn. The Market Gauge Dollar. D. G. Tryyes. 


Annals of the American Academy for Political Science 
(Philadelphia). 


SEPTEMBER, 1918. This number is devoted to war relief work. 
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Political Science Quarterly (New York). 


JuNE, 1918. Bentham’s Felicific Calculus. Werstey C. MiTcHELL. 
A severe criticism of Bentham’s utilitarian calculus, on which 
fresh light is thrown by extracts from Bentham’s manuscripts 
first published in Halévy’s Radicalisme Philosophique. 


SEPTEMBER. The Limitations of the Ricardian Theory of Rent. 
W. R. Camp. Collective Bargaining before the Supreme Court. 
T. R. Powe. 


Journal des Economistes (Paris). 


Avuaust, 1918. La quatriéme Rapport de la Commission Parlement- 
aire sur les dépenses publiques . . . en Angleterre. A. RAFFALO- 
vicH. Indulgence to waste incident to war is not to be construed 
as approval of a “‘ politique étatiste ’’ in peace-time. Les Sociétés 
anonymes @ participation ouvriére. A. RarratovicH. Un 
grief des producteurs de l’or. A. RarraLovicH. Referring to 
the complaint of Sir Lionel Phillips at the meeting of the 
Central Mining Corporation on the rising cost of production, but 
fixed price, of gold. 

SEPTEMBER. L’ ‘‘Imperial Preference’’ et le ‘‘ Patriotic Pro- 
gramme.”’ Yves Guyot. Les Finances Britanniques. W. M. J. 
Wiuiams. L’évolution du Brésil pendant la guerre. G. LAFoND. 


Octoper. L’industrie de la laine. Yves Guyot. Contréle inter- 
national de la production de l’or. There should be an inter- 
national Commission to regulate the production of gold instead 
of leaving it to the play of natural influences. L’industrie 
chimique francais et la guerre. A. PawLowski. Le quatriéme 
emprunt frangais. A. BARRIOL. 


Revue d’ Economie Politique (Paris). 


JANUARY—FEBRUARY, 1918. Des projets d’entente financiére aprés 
la guerre. CHARLES GipE. There is suggested a financial 
entente to confer an international currency on the notes issued 
by the leading banks—or new notes issued by a consortium of 
banks. Pooling the expenses of the war among the belligerent 
nations is too radical; and meeting them by paper money would 
be absurd. Le renouvellement du privilége de la Banque de 
France. G. LAcHAPELLE. Les deux derniers emprunts alle- 
mands. CHARLES Rist. Sismondi et la condition des ouvriers 
francais de son temps. O. FeEsty. 

Marcu—Apriu. Le régionalisme économique. B. RayNaup. Sismondi 
(continued). O. Fresty. Le relévement des tarifs de chemin de 
fer en France. M. Ports. 


Giornale degli Economisti (Rome). 


Juty, 1918. Economie Sperimentale. V. Pareto. A_ profound 
logical study. La politica economica postbellica dei grandi 
Istituti Bancari Italiani. M. GRUNBERG. 


Avucust. La politica dei prestiti di guerra. B. Griziotti1. Il motivo 
eterno della ‘‘ Terra.’’ G. Carano Donvito. 





Se Tan 




















ian) is 











1918] NEW BOOKS 475 


SEPTEMBER, 1918. La politica dei prestiti di guerra. B. Griziorri. 
Calcolo dell indice ponderato dei prezzi all’ingrosso in Italia del 
1910 al 1916. C. OrtoteNcH!. A set of weighted index 
numbers for wholesale prices in Italy, showing, with reference 
to the mean of the triennium 1910-12 as base (equated to 100), 
a rise of general prices for 1916 to 227; and more detailed 
conclusion for months, and commodities, separately or in groups. 


Weltwirtschaftliches Archiv (Jena). 


VoL. 13, No. 2, Avecust 15TH, 1918. More important articles: 
Probleme des wirtschaftlichen Wiederaufbaues. Pror, Dr. C. A. 
VERRIJN StTuaRT. (Utrecht.) Zur Theorie des Schutzzolles. 
Pror. Dr. JosEF GRUNTZEL. (Vienna.) Zur belgischen Frage. 
Dr. Feuix Racurant. Das mitteleuropaische Wirtschafts- 
problem in der jtingsten Literatur. Dr. Franz EvLENBERG. 


Vou. 13, No. 3, OctoBer 1st, 1918. More important articles: 
Wesen und Begriff der Weltwirtschaft. Pror. Dr. B. Harris. 
[Revised reprint of an article on this subject which appeared in 
the first issue of this Review.] Das Volkseinkommen Osterreichs 
und Ungarns. Pror. Dr. A. GURTLER. 





NEW BOOKS. 
English, 


Cannan (Epwin). Money: Its Connection with Rising and 
Falling Prices. London: P. 8. King. Pp. 66. 
[To be reviewed.] 


Equal Pay and the Family. A Proposal for the National Endow- 
ment of Motherhood. London: Headley. Pp. 70. 1s. 


[The report of a Committee formed at the suggestion of Miss Rathbone. 
Readers of her article in tha Economic Journat for March, 1917, will be pre- 
pared for a masterly statement of the contradiction between the claims of the 
family and the principle of ‘‘equal pay for equal work.” The solution is found 
in the payment to all mothers of an endowment allowance for all—except per- 
haps illegitimate or over-numerous—children up to the age of five years. 
12s. 6d. a week for the mother, and 5s. a week for the first child, and 3s. 6d. 
for each additional child (under five) are the payments suggested. The total 
annual cost of the scheme would be approximately £144,000,000. The danger to 
wages would not be serious.] 


Hecut (J. S.). A Challenge to Economists. London: King. 
1918. Pp. 43. . 

(The whole structure of Free Trade rests on fallacies.] 
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Marx (Karu). Wage, Labour, and Capital. With an intro- 
duction by Frederick Engels. Chicago: Kerr. 

[A translation of articles published by Marx in the ’forties, as edited by 
Engels in 1891.] 

NicHoutson (J. Suietp). War Finance. Second edition, with 
three additional chapters. London: P. S. King. 1918. Pp. 504. 

(The additional chapters are on Bolshevism, Another Year of Inflation, 
The Payment of the War Debt by Taxation of Capital—all three treated as 
great evils.] 

SmitH (E. §.). Housing: The Present Opportunity. London: 
King. 1918. Pp. 98. 1s. 


PETAVEL (Captain J. W.). Man and Machine Power in War and 
Reconstruction. With Foreword by Sir Asutosh Mookerjee. Cal- 
cutta: The University. 1918. Pp. 163. 


American. 


AutLIn (CepHas D.). A History of the Tariff Relations of the 
Australian Colonies. (University of Minnesota Studies.) Minnea- 
polis: University of Minnesota. 1918. Pp. 177. 

ANDREWS (IRENE V.) and Hogpss (Marcaretr A.). Economic 
Effects of the War upon Women and Children in Great Britain. 
(Carnegie Endowment for International Peace.) New York: Oxford 
University Press. 1918. Pp. 190. 


FAuLKNER (Haroup U.). Chartism and the Churches. A Study 
in Democracy. (Columbia University Studies.) New York: 
Columbia University. (London: King.) 1916. Pp. 152. 


FLORENCE (P. §.). Use of Factory Statistics in the Investigation 
of Industrial Fatigue. (Columbia University Studies.) New York: 
Columbia University. 1918. Pp. 153. 


Gray (Howarp L.). War-time Control] of Industry. The Experi- 
ence of England. New York: Macmillan Co. Pp. 307. $1.75. 


LavuGuHLIn (J. L.). Credit of the Nations. A Study of the Euro- 
pean War. New York: Soulsner. 1918. Pp. 406. $3.50. 


Mitts (F. C.). Contemporary Theories of Unemployment and 
of Unemployment Relief. (Columbia University Studies.) New 
York: Columbia University. (London: King.) 1917. Pp. 178. 


RosensuaTr (F. F.). The Chartist Movement in its Social and 
Economic Aspects. (Columbia University Studies.) New York: 
Columbia University. (London: King.) 1916. Pp. 248. 


Stosson (Preston W.). The Decline of the Chartist Movement. 
(Columbia University Studies.) New York: Columbia University. 
(London: King.) 1916. Pp. 216. 

Snow (C. D.) and Kraut (J. J.). German Trade and the War. 
Washington: Bureau of Foreign and Domestic Commerce. Miscel- 
laneous Series, No. 65. 1918. Pp. 236. 


[A picture of German economic life in war time.] 
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French. 


Campon (JuLES). Le Gouvernement Général de _ 1’Algérie 
(1891-1897). Paris: Champion. 1918. Pp. 448. 


RaFFALovicH (A.). L’inflation des signes monétaires et du crédit. 
Causes, dangers, remédes. 


Italian. 


LanziLLo (AGostino). Disfatta del Sozialismo. Florence: Della 
Voce. 1918. 
[Reviewed above.] 


Spanish. 


Bernis (F.). La Hacienda Espafiola. (Biblioteca de Cultura 
Moderna.) Barcelona: Editorial Minerva. 
[To be reviewed. Taxes as they are in Spain, and as they ought to be in 


view of what they are elsewhere; such is the tenor of the Spanish professor’s 
treatise. ] 


Greek. 


Anpreabes (A.). IZTOPIA THS EAAHNIKHE AHMOXIA® 
OIKONOMIA®. Athens. 1918. Pp. 624. 


AnpreapEs (A.). TIEPI TOY TWAH@TEMOT KAI TOT 
TWAOTTOT THY KONSTANTINOTIHOAEQS KATA TOTS 
MEZSOTS XPONOTS. Athens: 1918. Pp. 297. 


[By the skilful handling of circumstantial, though not precise, data it is 
elicited that the population of Constantinople was not less than 500,000, except 
during the seventh and eighth centuries. The wealth of the city does not 
admit of such accurate determination. Perhaps Chrysostom was not far wrong 
when he estimated the riches of Constantinople in his day at a sum equal in 
present money to an amount between 40 and 120 million francs, and to five 
times the amount in use.] 


German. 


HerkKNER (Dr. Heryricn, Editor). Die Neuordnung der deutschen 
Finanzwirtschaft. Second series. Munich and Leipzig. 1918. 
Pp. 408. 

{Attention was called to the first series of these studies in the September 
issue of the Economic Journat. In the second series Gustav Cohn pleads for 
Imperial succession duties and property and income tax; Eulenburg and Jaffe 
consider how production may be increased in Germany; Ginther inquires into 
the effect of taxation on small incomes; Paul Hamburger condemns the levy on 
capital; and Most and Schwarz furnish studies on the future of German 
municipal finances. ] 

Ertincer (Dr. Markus). Die Vermédgensabgabe und Konjunc- 
turgewinnsteuer im sozialen Zukunftstaate. Vienna and Leipzig. 
1918. 

[A very full survey of the opinions in favour of and against the capital levy. 
with a consideration of the influence of post-bellum taxation on economic 
activities. ] 

K K 2 





478 THE ECONOMIC JOURNAL [DEc. 1918 


GrunTZEL (Dr. Joser). Wirtschaftliche Begriffe. Vienna. 
1918. (Alfred Holder.) 

[Particularly full on thé problem of capital.] 

June (Dr. Avaust). Die staatliche Elektrizitaéts-Grossversorgung 
Deutschlands. Jena. 1918. Pp. vi+121. 

[Argues in favour of a State monopoly of electricity supply.] 

Manes (Dr. ALFRED). Staatsbankrotte, wirtschaftliche und 
rechtliche. Berlin. 1918. (Karl Siegismund.) 

MEHRING (FRANZ). Karl Marx. Geschichte seines Lebens. 
Leipzig. 1918. Pp. xii+544. 

Prion (Dr. W.). Die deutschen Kreditbanken im Kriege und 
nachher. Stuttgart. 1917. Pp. 165. 

VocEL (Dr. E. H.). Die Theorie des volkswirtschaftlichen Ent- 
wicklungsprozesses und das Krisenproblem. Vienna and Leipzig. 
1917. Pp. x+400. 

[A thorough study of crises.] 
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